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Common Interest Realty Associations 
Industry Developments— 2000/01
Industry Developments
Why do CIRAs remain appealing?
Today, common interest realty associations (CIRAs) make up an 
estimated 85 percent to 90 percent of all new homes constructed, 
as either condominiums, cooperatives (co-ops), or planned com­
munities. This can be attributed to the following factors:
• Americans have, for the most part, accepted the restric­
tions characteristic of CIRAs in return for the recreational 
amenities, social activities, architectural controls, security, 
and collective maintenance, which are perceived to protect 
and enhance property values.
• Com munity associations cater to young families, active 
adults, and senior citizens, suiting lifestyles and increasing 
their leisure time. There are also specialized associations 
that cater to golfers.
• The current population of aging baby boomers, among 
others, seek livable environments with a sense of commu­
nity in addition to pleasant physical surroundings and 
amenities. As a result of market demand, more planned 
communities are on the way.
• Many local jurisdictions often give builders and developers 
little choice except to create community associations be­
cause of fiscal limitations imposed by rising school popula­
tions and voter-imposed limits on real estate tax increases. 
This has led to the following:
— Governmental activities and responsibilities, such as 
road maintenance and stormwater management, has 
shifted to the community associations.
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-  The privatization of public functions such as those 
mentioned here has allowed jurisdictions to permit con­
tinued development of needed housing without having 
to pay for the concomitant infrastructure. Developers 
are now required to build the infrastructure and then 
create an association to maintain it after development 
and sales are complete.
• Lack of land in metropolitan areas, land restrictions, lack 
of water and sewer capabilities, and energy shortages also 
support the trend toward CIRA developments.
• Efforts have been made to substantially increase the percentage 
of homeowners in America, especially in under-served groups 
such as minorities, women, immigrants, and people in urban 
areas. Traditionally, co-ops have served as the ownership vehicle 
of choice for the very low end of the ownership spectrum. Sim­
ilarly, condominiums and townhouse associations have been 
the highest-density structures that could be used to lower the 
cost of a home and make ownership possible for millions of 
middle-class Americans in the affordable marketplace.
• A wave of conversions of multifam ily rental apartments 
into urban condominiums and cooperatives made owner­
ship even more affordable.
Although conventional single-fam ily homes built outside of 
CIRAs will still be around, CIRA developments are going to con­
tinue to be a common choice in the future housing of this coun­
try. The Com m unity Association Institute (CAI) predicts the 
following trends for future community associations:
• CIRAs will continue to be a common housing choice.
• The racial and cultural diversity of the United States will 
be reflected in community associations.
• The importance of community harmony will flourish.
• Residential day care and aging facilities for members will 
be among the social issues that associations w ill continue 
to address.
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• Inclusionary housing for low- to moderate-income home- 
buyers will be provided through community associations.
• New technologies w ill be incorporated into the CIRAs to 
improve connectivity with hospitals, schools, businesses, 
and municipal government.
The common interest ownership concept is growing into many 
other areas, including—
• Commercial and industrial condominiums, such as shop­
ping centers, professional buildings, and industrial parks.
• Resort condominiums, such as time-share developments.
• Land condominiums, such as marinas, docks, recreational 
vehicles, and parking facilities.
• Mixed-use condominiums, including residential units, ho­
tels, offices, and shopping malls.
The expanding industry will promote more business opportunities 
for all the parties involved in each aspect of the industry—for ex­
ample, unit owners, developers, financiers, builders, and architects.
Industry Basics
What important CIRA basics are relevant to auditors of ongoing and new 
CIRA clients?
Practitioners who are expanding their practice to include CIRAs 
for the first time or updating their understanding of CIRA infor­
mation for the current-year engagement plan might appreciate a 
few CIRA basics that we’ve included here. Especially when plan­
ning a CIRA audit engagement for the first time, practitioners 
should gain an understanding of the unique CIRA industry char­
acteristics, as required by Statement on Auditing Standards (SAS) 
No. 22, P lann in g  a n d  Supervision  (AICPA, Professional Standards, 
vol. 1, AU sec. 311). W ith a foundation of relevant industry in­
formation, you are likely to be more successful with the unique and 
general p lanning considerations for the CIRA audit engage­
ment itself. For example, the auditor may consider reviewing
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the governing documents of a CIRA for a complete picture of the 
association regarding such aspects as the legal environment in 
which the CIRA operates, what the common areas are, and what 
the basis is for various policies and procedures that are in place. 
Additionally, the auditor needs to understand the “personality” of 
the CIRA. Are they low-income homes? Second or vacation 
homes? Retirement communities? High-end homes?
What Do CIRAs Include?
CIRAs represent real estate property owned by the association, by 
individual CIRA members, or both. CIRAs serve the collective 
needs of their members. This year the Alert adds a new facet to 
the types of CIRAs— commercial associations, a way of branch­
ing out into nonresidential arenas. The different types of associa­
tions include—
• P la n n ed  com m u n itie s , w ith members who own property 
and a dwelling plus a nonexclusive easement to common 
areas, such as parks and recreational facilities (for example, 
homeowners’ associations). The association generally holds 
title to the common areas.
• M aster a ssocia tion s , with two or more developments that 
share common property or common goals, for example, ar­
chitectural controls.
• C ondom in ium s , with members who hold separate titles to a 
living space and shared title (an undivided interest) in 
common property, such as building exteriors, sidewalks, 
grounds, elevators, landscaping, swimming pools, and 
other amenities.
• C oopera tive h ou sin g corporations , with members who own a 
share in a corporation that owns the common property, in­
cluding all improvements, and is responsible for its main­
tenance, debt service, and repairs, among others. The 
owners’ share allows them to lease from the cooperative or 
to sell their shares of ownership.
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• T im e-share organ iza tion s , with members who collectively 
own and share units, or developers or trustee owners who 
sell the right to use selected property for certain limited 
times.
• C om m ercia l associa tions, which offer nonresidential facili­
ties, including shopping centers, parking facilities, indus­
trial parks, professional buildings, docks, and marinas.
Executive Summary— Industry Developments
• Today, CIRAs make up an estimated 85 percent to 90 percent of all 
new homes constructed, as either condominiums, cooperatives, or 
planned communities.
• This year the Alert adds a new facet to the types of CIRAs— 
commercial associations, a way of branching out into nonresidential 
arenas.
• The expanding industry will promote more business opportunities 
for all the parties involved in each aspect of the industry—for exam­
ple, unit owners, developers, financiers, builders, and architects.
Regulatory Developments
What recent governmental developments should you be aware of as part 
of this year’s CIRA engagement?
A number of CIRAs are involved with housing programs admin­
istered by the Federal Housing Administration (FHA), which is 
part of the Department of Housing and Urban Development 
(HUD). For example, these FHA/ HUD programs may provide 
mortgage insurance, rent subsidies, direct loans, or mortgage in­
terest subsidies. These programs promote the development of 
housing for elderly and low/moderate income individuals and 
families. CIRAs that are developed under these programs are usu­
ally required to adhere to specific program requirements, as well 
as the requirement to submit annual audited financial statements 
to HUD. As the auditor, you may refer to HUD handbooks for 
guidance on accountant qualifications, financial statement for­
mat, disclosure, reporting, and specific program compliance.
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The following segment on section 236 excess income is applica­
ble to cooperatives that refinanced under section 223(f) of the 
HUD program for existing multifamily rental housing.
Calculating and Retaining Section 236 Excess Income
HUD Notice H 00-17 was issued on September 3, 2000, and is 
applicable to section 236 projects that are HUD-held and insured 
and to formerly noninsured state agency projects that were refi­
nanced under the section 223(f) program before Ju ly 30, 1998. 
These projects are eligible to retain excess income for project use or 
for nonproject use if generated on or after October 20, 1999. For 
those that are behind on mortgage obligations, excess income may 
be retained for project or nonproject use only if  generated on or 
after October 20, 1999. The deadline for requesting HUD’s ap­
proval for this category of projects was October 31, 2000. Excess 
income that was generated on or after October 1, 2000, for project 
or nonproject use is ineligible to be retained unless approval is re­
ceived in advance for the retention and use in an appropriation act.
Excess income comprises cash collected as rent from residents by the 
mortgagor, on a unit-by-unit basis, that is higher than the HUD- 
approved unassisted basic rent. Excess income may be used for any 
project purpose, such as project operating shortfalls and repair costs, 
which are applicable to CIRA clients. Another project use applicable 
to CIRA clients is increasing deposits to the reserve fund for re­
placements to a limit necessary to fund the reserve adequately.
HUD Notice H 00-17 also contains reporting requirements for re­
mitting excess income to HUD under circumstances where the 
owner is not authorized to keep the excess income and the ac­
counting treatment for the collection and retention of excess in­
come for eligible projects in the required annual audited financial 
statements. Under other reporting requirements, a narrative report 
will be required on an annual basis to be submitted to the local 
HUD office describing the amount of excess income retained dur­
ing the year and the project uses. Failure to submit could end your 
privilege of retaining future excess income. For more detailed 
guidelines on HUD Notice 00-17, go to www.hudclips.org/.
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FCC Ruling on Telecommunications Competition in 
Multitenant Buildings
On October 12, 2000, the Federal Communication Commission 
(FCC) approved new rules that w ill promote consumer choice 
and telecommunications competition. The FCC ruling prohibits 
telecommunications carriers from entering into exclusive con­
tracts with multitenant building owners. It also requires utility 
companies to provide telecommunications and cable service 
providers with reasonable and nondiscriminatory access to con­
duit and other rights-of-way in buildings to guarantee more op­
tions for consumers. Telecommunications companies that sell 
satellite dishes for high-speed Internet access are exempt from au­
thoritative rules set by homeowners’ associations pursuant to this 
ruling.
The FCC ruling also prohibits restrictions that hinder tenants 
from the installation, maintenance, or use of certain video anten­
nas for wireless and Internet services where the tenant has a direct 
or indirect ownership in the property. The FCC took actions to 
minimize the competitive carriers’ dependence on the local ex­
change carriers (LECs) allowing access to on-premise wiring. 
How does this affect CIRAs? Community associations now must 
allow telecommunication providers, individual association resi­
dents, and video programming providers to install w iring or 
equipment on common property. This impedes the community 
associations’ right to manage the installation of telecommunica­
tions equipment on association property.
Tax Forms Filed
Associations, other than co-ops and commercial associations, are 
in a rather unique position when it comes to filing federal taxes 
because they may elect annually to file either—
• Form 1120 (or 1120A) under Internal Revenue Code 
(IRC) section 277, which taxes the associations as C cor­
porations at progressive rates. The IRC section 277 re­
quires nonexempt membership organizations other than 
cooperative housing corporations that filed under IRC
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subchapter T  to separate income and expenses into mem­
bership and nonmembership activities. Under IRC section 
277, certain CIRAs are generally taxed on both net mem­
bership and net nonmembership income. Revenue Ruling 
70-604 provides an election, however, that allows net 
membership income to be excluded from taxation. If the 
election is made, the excess of membership assessments 
over expenditures, if  actual or constructively refunded to 
members or applied to the following year’s assessments, is 
not taxable. Also under IRC section 277, net membership 
losses cannot be used to offset nonmembership income. 
Also, when Form 1120 is filed, there are a myriad of tax is­
sues centered around IRC section 118 and what is a capital 
contribution, thus excludable from taxable income.
• Form 1120H under IRC section 528, which taxes associa­
tions at a flat rate of 30 percent (32 percent for time-shares)1 
on net taxable income in excess of $ 100, generally from 
sources other than membership dues, fees, and assessments. 
Net operating loss and dividends received deductions are 
not permitted. (Net member assessments’ income is exempt 
from taxes if  total membership income constitutes at least 
60 percent of the associations’ total revenue sources.) In­
come subject to taxation would include, for example, inter­
est income and rental income, net of expense; income 
received from nonmembers; and “per-use” fees, such as 
parking fees. For additional information regarding the ad­
vantages and disadvantages related to the election to file 
under IRC section 528, see paragraph 6.05 in the Common  
Interest Realty Association A udit Guide for more details.
Commercial condominiums do not qualify for filing Form 1120H.
Cooperative Associations and Subchapter T
Cooperative associations have been responsible for determining 
their taxable income in accordance with IRC section 277 until
1. The Taxpayer Relief Act o f 1997  (PL 105-34) extended IRC section 528 taxation 
rules to time-share associations.
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last year. In spite of being required to file under IRC section 277, 
some cooperative associations departed from that ruling in the past 
and instead filed under subchapter T, which allows more flexibility 
regarding the definition of taxable interest and other income.
In 1999, the Internal Revenue Service (IRS) conceded that coop­
eratives meeting certain criteria are covered by subchapter T provi­
sions instead of IRC section 277. Before 1999, some associations 
were not filing under section 277; they were including footnote 
disclosure that they were not following IRC section 277 rulings 
and were instead filing under subchapter T provisions. Other 
CIRAs that have filed under IRC section 277 in the past might be 
due refunds as a result of this 1999 development. Therefore, you 
should consider discussing any possible tax refunds due the associ­
ation and any related disclosures that might be required for the 
current audit engagement. The auditors should be aware that time 
is running out for filing amended returns for tax refunds.
Special Notes to Practitioners on CIRA Tax Planning
You can help your CIRA client in several ways when it comes to 
tax planning issues. Consider these suggestions as you plan the 
CIRA engagement:
1. Address the decision about the annual election to file Form 
1120 or Form 1120H, discussing the pros and cons of each 
(see the CIRA Audit Guide 2000, which discusses this in­
formation in more detail). Address the decision process 
early, and consider including the decision results as part of 
the engagement letter.
2. Discuss with your client the implications of nonexempt- 
function income (income other than member assessments 
and income related to member services), which is taxable 
when associations make the Form 1120H election. Con­
sider recommending that clients try to minimize tax liabil­
ities. For example, associations might consider charging 
use fees annually instead of on a “per use” basis.
3. Remember that, in some cases, homeowners’ associations 
may qualify as tax-exempt entities and file Form 990.
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4. Be aware of the timing of return filing. Association tax re­
turns are due two months and fifteen days after the end of 
the entity’s fiscal year.
Executive Summary— Regulatory Developments
• HUD Notice H 00-17 was issued on September 5, 2000, and is ap­
plicable to IRC section 236 projects that are HUD-held, insured, and 
formerly noninsured state agency projects that were refinanced under 
the IRC section 223(f) program before July 30, 1998. These projects 
are eligible for the possibility to retain excess income for project use 
or for nonproject use if generated on or after October 20, 1999.
• On October 12, 2000, the FCC approved new rules that will pro­
mote consumer choice and telecommunications competition.
• Under IRC section 277, certain CIRAs are generally taxed on both 
net membership and net nonmembership income. Revenue Ruling 
70-604 provides an election, however, such that net membership in­
come can be excluded from taxation. If the election is made, the ex­
cess of membership assessments over expenditures, if  actual or 
constructively refunded to members or applied to the following 
year's assessments, is not taxable.
• Net operating loss and dividends received deductions are not per­
mitted on Form 1120H under IRC section 528.
• The auditors should be aware that time is running out for co-ops 
that have filed under IRC section 277 in the past to file amended re­
turns for tax refunds.
Audit Issues and Developments
Budgets and Budget Analysis
What is important about CIRA budgets and their analysis for this year’s 
CIRA engagements?
We reemphasize the ongoing importance of budgets to CIRAs. 
W hy are budgets important? Primarily, budgets are the basis of 
assessments, or revenues, for a CIRA. Therefore, budgets are the 
cornerstone of association performance measurement.
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The legal documents creating most CIRAs require that assess­
ments be based on budgets. The budgets of CIRAs are the mone­
tary expression of their goals and objectives and emphasize the 
stewardship responsibility of their board of directors. According 
to Financial Accounting Standards Board (FASB) Statement of 
Financial Accounting Concepts No. 4, O bjectives o f  F inan cia l Re­
p o r t in g  by N onbusiness O rganizations, budgets are used to allocate 
and control the use of resources. Budgets are also used to obtain 
resources. For example, budgets are pivotal in establishing levels 
of dues, taxes, and fees to be imposed.
Budgets are pivotal in assessing actual versus anticipated CIRA 
operating results. The CIRA Audit Guide recommends that the 
auditor consider comparing budgeted amounts w ith actual 
amounts as an analytical procedure in the audit of a CIRA. SAS 
No. 56, A nalytica l P rocedures (AICPA, Professional Standards, vol. 
1, AU sec. 329), provides guidance on the use of analytical proce­
dures and requires the use of analytical procedures in the plan­
ning and overall review stages of all audits.
As an auditor of CIRA clients, you should be cognizant that in 
many situations the budget accompanying the financial statement 
has expired. As discussed in the CIRA Audit Guide, if  you choose 
to include expired budget information in the financial statements, 
this additional information accompanying the financial state­
ments should be treated in accordance with the provisions of SAS 
No. 29, R eporting on In form ation  A ccom panying th e Basic F inancia l 
Statem ents in  A uditor-Subm itted D ocum en ts (AICPA, Professional 
Standards, vol. 1, AU sec. 551). Although audit procedures on ex­
pired budgets are generally not applicable, the auditor should dis­
claim an opinion on such information. For an example of a 
disclosure of opinion that would be appropriate in such circum­
stances, see paragraph 7.22 in the CIRA Audit Guide.
Help Desk—The AICPA's new Auditing Practice Release, Ana­
lytical Procedures (Product No. 021069kk), provides great imple­
mentation guidance for the use of analytical procedures. It also 
includes a discussion of your professional responsibilities under 
Statement on Auditing Standards (SAS) No. 56, Analytical Proce­
dures (AICPA, Professional Standards, vol. 1, AU sec. 329).
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If the CIRA has accepted financial reserve study recommenda­
tions, auditors should inquire about whether the CIRA has rec­
onciled these approved financial amounts with the budget to 
ensure consistency.
How do budgets play a part in performance evaluations? Budgets 
can guide CIRA owners who use them as one measure of evaluat­
ing both manager and board performance. Performance of these 
key CIRA decision makers is a reflection of, among other things, 
how the association has actually performed relative to achieving its 
budgetary financial goals. Some of the more important categories 
for CIRAs to consider when evaluating performance include rev­
enues (member and nonmember assessments) and operating ex­
penses, including management fees and other wages and benefits; 
utilities; routine common property maintenance; and insurance.
We now present some important industry “basics” to remind you 
of specific issues of ongoing concern to the CIRA industry.
Review of Minutes
Can CIRA board of director minutes be a helpful tool in your audit?
The board of directors of CIRAs meet on a periodic basis. M in­
utes of those meetings generally are prepared. In reviewing the 
minutes the auditor should consider matters that may have an af­
fect on the financial statements of their CIRA client.
Generally the bylaws provide a provision that require CIRAs to 
maintain minutes of all meetings. An excellent source of informa­
tion, the minutes highlight major events and transactions that oc­
curred during the year. They can be easily summarized for 
inclusion in the working papers and serve as references for disclo­
sure in the financial statements.
W hat might you consider when reviewing the minutes of your 
CIRA client?2
2. Accountants who perform compilations and reviews for their CIRA clients should 
refer to Statement on Standards for Accounting and Review Services (SSARS) 1, 
Compilation and Review o f  Financial Statements (AICPA, Professional Standards, vol. 
2, A R  sec. 100), as amended, for guidance.
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• E lection , rep la cem en t, o r  resigna tion  o f  b oa rd  m em bers. A 
current listing of the board members provides resources for 
analytical review by allowing the auditor to identify changes 
in volunteer leadership on the CIRAs board of directors to as­
sess the CIRAs audit risk. For example, if a board member has 
resigned, note the circumstances leading to that resignation.
• Status o f  sponsor o r d ev e lo p er  representatives. Minutes pro­
vide the status of a sponsor or developer representative on 
the board versus unit-owner board members. Because spon­
sor or developer issues may be included in the minutes, you 
might determine if  this warrants additional specialized pro­
cedures, for example, related-party transactions.
• R elated -party transactions. The minutes should document 
any related-party transactions, which may require disclo­
sure in conformity with FASB Statement of Financial Ac­
counting Standards No. 57, R ela ted  Party D isclosures. They 
also may indicate whether the board or management is re­
lated to any contractor that the CIRA hires or if  a sponsor 
or developer-owned management company is engaged.
• A pprova l o f  m a jo r  con tra cts . M inutes flag large dollar 
amounts for major contracts, making it easier for you to 
find and compare the agreed-upon versus actual expendi­
tures. Also, the minutes can indicate the need for a com­
mitment disclosure.
• Bank a n d  in v estm en t a ccoun ts authorizations. The minutes 
track various banking activities, such as the board's knowl­
edge and approval in opening and closing bank accounts, 
including the purchase or sale of investments and rollovers.
• Purchase a n d  sa le o f  p ro p er ty  a n d  equ ipm en t. Board m in­
utes document the purchases of property and equipment, 
giving you the opportunity to verify the appropriate ac­
counting treatment.
• R ep la cem en t f u n d  transactions. Minutes highlight replace­
ment fund transactions, including replacement expendi­
tures and other additions or subtractions to or from the
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fund. In addition, minutes reveal the approval of any re­
placement fund expenditures, accompanied by specific de­
tails relating to the expenditure. The status of an 
engineering study—if  one is planned or has recently been 
completed— is also often noted.
• L egal m atters. The minutes alert you to any changes in 
legal counsel, or of any legal matters, such as lawsuits, 
that may raise accounting and disclosure issues. Should 
any litigation or potential claim against the CIRA be re­
ported, you w ill need to determine the status of any such 
litigation  to evaluate m anagem ent’s consideration of 
FASB No. 5, A ccou n tin g  f o r  C on tin g en c ies . This can be 
done through issuance of a legal confirmation. The audi­
tor should refer to the guidance contained in SAS No. 
12, I n q u ir y  o f  a C lien t ’s L aw yer C on c e r n in g  L itiga tion , 
Claims, a n d  A ssessments (AICPA, P ro fess ion a l S tandards, 
vol. 1, AU sec. 337).
• A ccounts r e ce iva b le co llection  matters. On a regularly sched­
uled basis, the board should discuss the CIRA’s collection 
matters. Note the status of various unit receivable matters. 
This status w ill assist you in determining a reasonable esti­
mate to establish the allowance for doubtful accounts.
• Insurance matters. The CIRA may have an opportunity to 
review the overall premiums and coverage when the poli­
cies are up for renewal. In addition, the minutes may de­
scribe the status of insurance claims in cases where a loss 
that occurred and should be disclosed.
• A pproval o r  d ism issa l o f  th e m ana gem en t com pany. Often, 
the board w ill discuss any changes in the management 
company during an executive session of the meeting. You 
should evaluate the reasons discussed and make further in­
quiry with a board member. You may want to consider as­
sisting in the transition period. Also see the “Beyond the 
Audit” section of this Alert.
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Independence
What independence issues may be especially relevant for CIRAs?
Independence issues are an ongoing topic of importance for audi­
tors of CIRA clients.
The second general auditing standard requires the auditor to be 
independent. It provides that “in all matters relating to the as­
signment, an independence in mental attitude is to be m ain­
tained by the auditor or auditors.” If you are not independent 
with respect to an entity, generally accepted auditing standards 
(GAAS) preclude you from expressing an opinion on those finan­
cial statements. Refer to SAS No. 26, Association With F inan cia l 
S ta tem en ts  (AICPA,' P ro fe ss ion a l S tandards , vol. 1, AU secs. 
504.08-.10), for information on reporting guidance when inde­
pendence is impaired. In addition, Standards for Accounting and 
Review Services (SSARS) 1 , C om pilation a n d  R eview  o f  F inan cia l 
S ta tem en ts  (AICPA, P ro fe ss ion a l S tandards, vol. 2, AR sec. 
100.38), provides that “an accountant is precluded from issuing a 
review report on the financial statements of an entity with respect 
to which he is not independent.”
The performance of nonattest services for a CIRA audit client 
may impair your firm’s independence. Whenever your firm is en­
gaged to provide consulting or other nonattest services to a CIRA 
audit client, you should carefully evaluate the scope of the en­
gagement to make sure you remain independent. In April 2000, 
the AICPA modified Ethics Interpretation No. 101-3, “Perfor­
mance of Other Services,” of ET section 101, I n d ep en d en ce  
(AICPA, P ro fessiona l S tandards, vol. 2, ET sec. 101.05), which 
provides guidance on the performance of nonattest services to re­
stricted entities. This is discussed in detail later in this section.
Assuming you meet the definition of a member, see Ethics Inter­
pretation No. 101-9, “The M eaning of Certain Independence 
Terminology and the Effect of Family Relationships on Indepen­
dence” (ET sec. 101.11), you are required to be independent of 
the firm’s “restricted entities.” A restricted entity is any client (and 
certain related entities) for whom your firm performs services re­
quiring independence. These services are—
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• Audits.
• Reviews of financial statements.
• Attestation engagements, for example, agreed-upon proce­
dures engagements or an examination or review of 
prospective financial information or internal controls.
Services performed under the Statements on Standards for Tax 
Services or under the Statements on Standards for Consulting 
Services do not require independence.
The fundamental principle regarding nonattest services is that 
you must not perform management functions or make manage­
ment decisions for a restricted entity. You can h elp  the client 
make decisions or perform management functions, but u lti­
mately, they must accept— and understand that they accept— 
responsibility for management decisions.
To make sure that this requirement is understood by both you 
and your CIRA client, the independence rules require you to 
make certain communications to your client whenever that client 
is a restricted entity of the firm. Before performing a nonattest 
engagement for a restricted entity, you are required to establish an 
understanding with the client regarding—
• The objectives of your engagement.
• The services you will perform.
• The responsibilities of the client’s management.
• Your responsibilities.
• The limitations of the engagement.
Preferably, this understanding will be documented in an engage­
ment letter.
Whenever you provide nonattest services for a restricted entity, 
it is critical that your CIRA client management members un­
derstand their responsibilities and agree that they are not rely­
ing on you to make decisions for them. You should be satisfied 
that the client is in a position to have an informed judgment on
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the results of the nonaudit services. Additionally, you should feel 
comfortable that the client understands its responsibilities to—
• Designate a management-level individual or individuals to 
oversee your engagement.
• Evaluate the adequacy of the services performed and any 
findings.
• Make management decisions, including accepting respon­
sibility for the results of the engagement.
• Establish and maintain internal controls.
The fundamental principle regarding the performance of nonat­
test services is that you not act in the capacity of management. 
The independence rules elaborate on that principle by listing 
some general activities that would be considered to impair your 
independence. These general activities are—
• Authorizing, executing, or consummating a transaction on 
behalf of a client.
• Preparing source documents or originating data (for exam­
ple, purchase orders).
• Having custody of client assets.
• Supervising client employees in the performance of their 
normal recurring activities.
The independence rules also provide numerous specific examples 
of activities that w ill and w ill not impair your firm’s indepen­
dence. These specific examples are categorized into the following 
types of services.
• Bookkeeping services
• Information systems design and installation
• Business risk consulting
• Payroll and other disbursement services
• Benefit plan administration
23
• Investment advisory services
• Corporate finance consulting
• Appraisal and valuation services
• Executive or employee search services
• Business risk consulting
Help Desk—Assessing independence can be a complex and 
time-consuming undertaking. The AICPA can offer assistance. 
You can refer to our new Alert, The ABCs o f  Independen ce 
(022271kk), or call (888) 777-7077 to speak to a member of 
our Professional Ethics team with your questions relating to 
AICPA independence standards. You may also submit your 
question in an e-mail to ethics@aicpa.org. For more informa­
tion about ethics Interpretations and rulings, visit the AICPA 
Web site related to professional ethics: www.aicpa.org/members/ 
div/ ethics/index.htm.
Peer Review— CIRA Engagement Deficiencies
What common CIRA engagement accounting and disclosure deficiencies 
have been cited in recent peer reviews?
As auditors, you should be aware of some of the common defi­
ciencies noted for CIRAs in peer reviews of CPA firms with 
clients not registered with the Securities and Exchange Commis­
sion (SEC). Note that many of these were mentioned in last year’s 
Alert and are ongoing problems. Here are some examples:
• Accounting policy for recognition and measurement of 
common property is lacking. For guidelines regarding this 
deficiency, see paragraph 2.14 of the CIRA Audit Guide.
• Required supplemental information is not presented, and 
the accountant’s report does not disclose the departure. 
Refer to paragraph 7.40 of the CIRA Guide for the para­
graph to be added to the auditors report if  no disclosure is 
made. Refer to paragraph 4.31 of the CIRA Guide for more 
information on required supplementary information.
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• Required supplemental information is presented, but the 
accountant’s report does not indicate that this informa­
tion has been compiled or reviewed. W hen the basic fi­
nancial statements have been compiled or reviewed, the 
required supplementary information accompanying the 
basic financial statements should, at a minimum, be com­
piled. SOP 93-5, R eportin g on R equ ired  Supp lem en tary In ­
fo rm a t io n  A ccom pan yin g C om p iled  o r  R ev iew ed  F in an cia l 
Statem ents o f  C om m on In terest R ealty A ssociations, amends 
chapter 8 of the CIRA Guide by providing accountants 
w ith guidance on performance and reporting require­
ments. Following is an example of what the accountant’s 
report should include:
The [identify the supplementary information] on page XX 
is not a required part of the basic financial statements but 
is supplementary information required by the American 
Institute of Certified Public Accountants. We (I) have 
compiled [identify the supplementary information] from 
information that is the representation of management of 
XYZ Company, without audit or review. Accordingly we 
(I) do not express an opinion or any other form of assur­
ance on the supplementary.
See appendix C of the C om mon In terest R ealty A ssociation 
Guide for the SOP 93-5 summary and examples of addi­
tional paragraphs that may need to be added to your re­
port. SOP 93-5 also states the procedures to be performed 
when compiling the information. In addition, SOP 93-5 
states that SSAE No. 1, A ttestation Standards (AICPA, Pro­
fe s s ion a l Standards, vol. 1, AT sec. 100), is the appropriate 
guidance for reviewing required supplementary informa­
tion. The effective date is for periods ending on or after 
December 15, 1993.
• Certificates of deposit are often classified as cash but gener­
ally should be classified as investments if  the original ma­
turity is over ninety days.
Auditors, those who make decisions about CIRAs, board mem­
bers who review financial statements, and members who actively
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participate in association governance m ight look for ways to 
avoid the types of deficiencies just described.
Executive Summary— Audit Issues and Developments
• The CIRA Audit Guide recommends that the auditor consider compar­
ing budgeted amounts with actual amounts as an analytical procedure in 
the audit of a CIRA. SAS No. 56, Analytical Procedures, provides guid­
ance on the use of analytical procedures and requires the use of analyti­
cal procedures in the planning and overall review stages of all audits.
• The minutes highlight major events and transactions that occurred 
during the year.
• The auditor may wish to review the CIRAs minutes for information on 
any types of litigation that may need to be recorded, disclosed, or both.
• In April 2000, the AICPA modified Ethics Interpretation No. 101-3, 
“Performance of Other Services” (ET sec. 101.05), which provides 
guidance on the performance of nonattest services to restricted entities.
• CIRA engagement deficiencies noted in peer reviews include: (1) there 
is a lack of accounting policy for recognition and measurement of com­
mon property, (2) required supplementary information is not presented 
and there is no disclosure of the departure, (3) for compilation or review 
engagements, required supplementary information is presented but the 
accountant’s report does not indicate that this information is compiled 
or reviewed, and (4) certificates of deposit are often classified as cash ver­
sus investments (for those with original maturities of over ninety days).
Beyond the Audit
The Business Adviser Approach
As financial advisers, can accountants help their CIRA clients develop an 
investment strategy to achieve current and future availability of funds for 
expenditures as required? Also, will this function impair the practitioner’s 
independence by performing investment advisory services?
If you function as a financial adviser to CIRAs,3 you may fre­
quently be asked questions regarding your client’s investment ac­
tivity. Statutory guidelines exist for m any CIRAs along with
3. Auditors who also provide nonattest services (for example, investment advisory services) 
to their audit clients should refer to the “Independence” section o f this Alert for guidance.
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bylaws guidelines, so that these clients have a format upon which 
to base their actions. However, for CIRAs without such guide­
lines, your role as financial adviser becomes more significant.
For those CIRA clients, you may wish to counsel them to adopt a 
formal, written investment policy before they make any invest­
ment moves. Help them understand the risk, return, and liquid­
ity issues. Explain to them the merits of investing to either 
p r e s e r v e  th e p r in c ip a l o r  keep p a c e  w ith  in fla tion , acknowledging 
that the final decision is often influenced by both practices and 
identifying the preferred financial philosophy.
Here are some suggested guidelines and purposes for an invest­
ment policy for CIRAs.
• The investment policy guidelines should follow the CIRAs 
governing documents and the enabling state statute, if  
there is one. Most CIRA governing documents refer to in­
vestment funds.
• Formulate an overall goal or objective, addressing risk, re­
turn, and liquidity. Whether clients choose to preserve the 
principal or keep pace with inflation, remind them that the 
maturities of investments should be based on the antici­
pated needs of the community to assure the availability of 
funds for expenditures.
• Develop an investment strategy. Explain to the board that 
when developing a strategy for a sound investment policy, 
it should consider a prudent and conservative approach. A 
popular approach is one that emphasizes varying one-to- 
five-year maturities in fixed-income investments while 
maintaining readily available funds and cash flow. This is 
often called “laddering.” However, because some items 
may need replacement sooner than called for in the re­
placement study, a contingency plan also should be part of 
the strategy.
• Set criteria for selection of securities. Be sure that when 
making investment choices, your CIRA clients compare 
various types of investments, and that they also consider
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the protection or insurance coverage provided by the vari­
ous investment vehicles (for example, the Federal Deposit 
Insurance Corporation and the Securities Investor Protec­
tion Corporation backed by the U.S. government).
• Implement control and review procedures. Suggest to the 
CIRA’s board of directors that it review the investment per­
formance periodically at board meetings. This review 
should include a review of the periodic investment state­
ments, including current market values of investments 
held, income received for the period and year-to-date, and 
transactions that occurred during the period. By reviewing 
the investments’ performance and then comparing it with 
the expectations, goals, and objectives previously noted, the 
board is in a better position to maintain or change its hold­
ings. However, you do need to explain to the board about 
the fluctuation that may occur in the price of stocks, mu­
tual funds, and fixed-income securities held until maturity.
Help Desk—For further information on this subject, the 
AICPA publication Make Audits Pay: Leveraging the Audit into 
Consulting Services (Product No. 006704kk) provides a de­
tailed roadmap for providing a business-adviser approach for 
providing consulting services to clients. Included in the book 
are diagnostic practice aids to help identify client needs along 
with recommended solutions.
Lending and Lending-Related Agencies
What are the uncertainties to the lenders and to your CIRA client and its 
members?
W ith the growing number of CIRAs under development, the 
need for financing is growing as well. Thus, the effect of the op­
eration of the CIRA on loan quality and credit risk to the lender 
will become more important.
There is an increasing need to establish a correlation between 
lending guidelines, community association operations, and mort­
gage defaults. The lack of current data makes this very difficult.
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Until recently, single-family homes w ithin CIRAs have been a 
small percentage of total ownership housing. Currently the per­
centage of single-family homes within CIRAs is estimated to be 
20 percent to 25 percent of the total owner-occupied housing. 
This percentage is expected to continue to grow. Coincident with 
this growth is the fact that CIRAs themselves are becoming more 
diversified by function, so some are becoming naturally occurring 
retirement communities (NORCs), while others are superim­
posed on leasehold regimes to accommodate manufactured house 
sales.
Lenders and their borrowers have no way of evaluating credit risk 
or enhancement inherent in association operations, for example—
• Are the reserves adequate for future repairs and replace­
ments and, if  not, will the CIRAs operating history support 
its ability to borrow against assessment stream receivables?
• Is there a pattern of disputes with respect to lifestyle issues, 
covenant violations, and architectural control submissions 
that could lead to CIRA-induced defaults?
• Does the CIRA rely too much on fines and penalties in the 
budget process, so harmony is sacrificed, and the borrower 
and lender are at risk?
• Is the CIRA suitable for a low- to moderate-income bor­
rower, or should the association’s unstable financial history 
make a lender cautious about making such loans?
• Does the CIRA qualify for special lending programs, 
such as location-efficient mortgages or credits generated 
by energy-efficient operations?
Traditional defaults, whereby the borrower fails to make mort­
gage payments, have been dealt with in traditional ways, such as 
homeowner and homebuyer counseling and education, lender 
forbearance, and workout schemes. Unfortunately, CIRAs give 
rise to association-induced defaults even if  the borrower is current 
with the mortgage payments. As more mortgages are securitized, 
the investment-grade quality of the CIRA mortgages may be ad­
versely affected, especially during times of economic downturn.
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There are two types of CIRA-induced defaults. Assessment dis­
putes arise from failure to pay assessments or paying late, which 
leads to fines, attorney fees, and prolonged disputes that in the end 
can escalate to significant sums from small dollar issues. The end 
result can be foreclosure proceedings. The second type is gover­
nance disputes, which range from lifestyle concerns, to failure to 
follow CIRA rules and regulations, to the failure to meet architec­
tural control requirements for home improvements. The end result 
can also lead to fines, attorney fees, and foreclosure proceedings.
There are limited options by which the disputes can be resolved. 
The lender may be notified of the assessment disputes and may 
choose to intervene. The lender is less likely to be notified of the 
governance disputes until the CIRA has moved toward foreclo­
sure due to the fines and attorney fees.
Those states with lien priority statutes may provide an equitable 
and balanced economic remedy for the CIRA, but the stress 
placed on the borrower and his or her lender remain. Even if  fore­
closure is not the end result, these disputes place great stress on 
the CIRA, borrowers, and their mortgage lenders, often engen­
dering bad feelings and leaving homeowners feeling locked into 
an undesirable situation, thereby undermining the social benefits 
of homeownership.
Historically, lender guidelines (whether those of FannieMae, 
FreddieMac, Veterans Association, Federal Housing Administra­
tion, or a mortgage originator) have served many purposes, in­
cluding a beneficial benchmarking function w ithin the U.S. 
federalist system. Even though there might be fifty different state 
statutes, as well as common law governing the creation and oper­
ation of CIRAs, these agency or secondary mortgage market re­
quirements set the limits on the documentation of these entities, 
restrained those developers that were tempted to overreach, and 
forced homeowners to operate responsibly.
These guidelines have had a broad, influential, and beneficial 
impact on the development of CIRAs in America. As an accoun­
tant you should be familiar with the laws and regulations gov­
erning CIRAs because they may affect the reporting of certain
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transactions in their financial statements. For example, there are 
laws that govern assessing late charges for delinquent payments 
and prohibit levying fines for covenant violations, which may di­
rectly affect the amount reported on the financial statements.
Transition Period
What should the accountant’s involvement be in the transition period 
attributable to a new management company?
Because CIRAs sometimes change property management compa­
nies, as their CPA,4 you may be in a position to help them make 
this transition smoothly, so they can avoid incurring any signifi­
cant, consequential financial ramifications. Because CIRA boards 
bear the final fiduciary responsibility for ensuring that accurate 
financial statements are maintained, your clients could value your 
help in the transition between the old and new property manage­
ment agents when the change is taking place. Too often, the ex­
isting management company turns over incomplete or inaccurate 
financial records to the new company, and the related discrepan­
cies and problems due to the transition are not discovered until 
year end. At that time, it is much more difficult, and costly, to re­
search and resolve the problems. Here are some proactive steps 
that may be useful in the development of a transition program.
• To accomplish a successful transition, the former manage­
ment company’s records must be clear, accurate, recon­
ciled, and complete. If they are not, the consequences 
could be inaccurate financial statements, items that fall 
through the cracks, and the appearance of major obstacles 
when completing the year-end audit.
• C lients (and CPAs too) often refer to transition proce­
dures as m a n a g em en t tra n sition  a u d its , which is a m is­
nomer. The technically correct jargon is a g r e ed -u p on  
procedu res . It is important to make this distinction clear to 
your client because otherwise there is confusion about the 
procedure’s purpose, its results, and its fees. The auditor
4. See footnote 3.
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should consider attestation standards, including SSAE 
No. 1 , A ttesta tion  S tandards (AICPA, P ro fe ss ion a l S tan ­
dards, vol. 1, AT sec. 100); SSAE No. 3, C om plian ce Attes­
ta tion  (AICPA, P ro fe s s ion a l S tandards, vol. 1, AT sec. 
500); and SSAE No. 4, A greed-U pon P ro cedu res E ngage­
m en ts (AICPA, P rofessiona l Standards, vol. 1, AT sec. 600) 
while planning the engagement. The auditor should refer 
to the “New Audit and Attestation Standards” section of 
this Alert for guidance on the application of SSAE No. 10, 
A ttestation Standards: R evision a n d  R ecod ifica tion  (to be is­
sued in January 2001).
• It is important to have an established program for the agreed- 
upon-procedures because it enables you to readily present 
and discuss your proposed actions with the client. Further, it 
demonstrates the singularity of the procedures’ purpose. Fol­
lowing are some bookkeeping verification procedures used as 
a standard approach to a typical management transition. The 
CPA performing the agreed-upon procedures engagement 
may wish to consider performing the following:
— Inspect all bank reconciliations as of the transition date 
to determine whether they are in agreement with the 
CIRA’s general ledger.
— Compare the assessments receivable and prepaid assess­
ments subsidiary ledger to the CIRA’s general ledger.
— Inspect other material balance sheet accounts to deter­
mine whether there’s a need to perform any verification.
— Perform mathematical calculations of replacement, de­
ferred maintenance, and any other fund balances and if 
appropriate, inspect disbursements for expenditures 
made within the period.
— Perform proofs of income, working capital, and mem­
bership fees to ensure appropriate recording of revenues 
for the period.
— Inspect, where appropriate, selected cash disburse­
ments, including supporting documentation and can­
celed checks. Propose adjusting journal entries and
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provide the new managing agent with a working trial 
balance as of the transition date as a result of the proce­
dures outlined above.
• Consider assessment income and cash during the transi­
tion period. Analytical procedures may be performed to 
confirm that all assessment income was properly recorded 
during the transition period, because CIRA members fre­
quently send their payments to the predecessor manage­
ment company until they realize that a change has 
occurred. Inspection may be done to ensure that all pay­
ments have been properly recorded and credited to the 
proper members accounts. Determine that all the cash ac­
counts have been transferred to the successor management 
company and confirm that the signature cards have been 
updated and that all in-transit items have been cleared up 
within a reasonable amount of time.
Replacement Funding Plans
What replacement funding plan is best for your CIRA client?
In 1998, after years of debate and discussions, the National Re­
serve Professionals Committee of the Community Association 
Institute issued a document titled “National Reserve Study Stan­
dards.”5 In many respects, what this document represents is not 
only an agreement on the m inimum  engineering areas that 
should be analyzed in the preparation of a Reserve Study, but also 
a compilation of standard terminology to be used on a nation­
wide basis. The document also outlines the information that 
should be included within a Reserve Study as well as any disclo­
sures that should be included by the preparer.
The standards clarify that a reserve study is made up of two parts. The 
parts are “1) the information about the physical status and repair/ 
replacement cost of the major common area components the CIRA 
is obligated to maintain (Physical Analysis) and 2) the evaluation and
5. The National Reserve Study Standards o f the Community Associations Institute (CAI) 
can be obtained by going to www.caionline.org or by calling the CAI at (703) 548-8600.
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analysis of the CIRA's reserve balance, income and expenses (Finan­
cial Analysis.)” The financial analysis also has two parts. Those parts 
are “a finding of the clients current Reserve Fund Status” and “a rec­
ommendation for an appropriate Reserve contribution rate (Fund­
ing Plan.) Our focus in this Alert is on the funding plan.
In the financial analysis, a funding plan is developed. The plan 
makes recommendations such that the CIRA will not run into a 
situation in which a replacement occurs that is greatly in excess of 
what has been estimated, thereby causing the CIRA to have to raise 
money in three different ways to fund a capital replacement. First, 
monthly assessments can be increased, if  money is not needed im­
mediately. Second, a special assessment levy can be imposed that 
each owner would be required to pay immediately. Third, the 
CIRA could get a loan from a bank, which can be time-consuming.
The financial analysis is based upon the beginning balance in the 
reserve fund at a set point in time, which is typically the begin­
ning of the budget cycle for the CIRA. This number is generally 
received from the CIRA’s management company, board mem­
bers, or accountant and is used as the starting point in the finan­
cial analysis for the future projection of the cash flow. W hen 
determining what this beginning balance is, it is generally a pro­
jection into the future of what it will be at the time that the study 
becomes effective. For example, if  the study is prepared at the be­
ginning of the budget process in September and does not take ef­
fect until January, a projection is made of what the beginning 
balance will be as of that January date. This beginning balance is 
typically broken into two components, the cash balance and the 
fund balance. The cash balance reflects how much money the 
CIRA w ill have in its reserve account as of the effective date, 
while the fund balance (which can be different) reflects not only 
cash but also any money that is owed to the reserve fund from a 
multitude of different areas. Once this beginning balance has 
been established, the financial analysis portion of the study is typ­
ically projected into the future for twenty years or more and 
shows the annual contributions going into the fund along with 
the expenditures. It will show, on a yearly basis, the net amount 
of dollars in the CIRA’s reserve fund.
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When reviewing a reserve study, it is typically found that the an­
nual contributions vary yearly, based on many of the different 
variables included in the study. Typically, these contributions are 
averaged over a number of years so the CIRA’s operating budget 
is based upon a constant reserve fund contribution for a period 
of time. Depending on the specific financial condition of each 
CIRA, this averaging period generally ranges anywhere from five 
years to the full thirty years. It must be kept in mind that when 
establishing this averaging period, the CIRA should review its 
philosophical views, especially with reference to a study for a 
CIRA that is underfunded at the beginning, because this averag­
ing period will tend to push the catching-up of this underfund­
ing onto future residents who were not living in the CIRA at the 
time when these components were being used and the CIRA was 
underfunded.
This cash flow projection will also help the CIRA with its invest­
ment practices as it will show in a long-term basis when the funds 
are required based on when the expenditures are needed and will 
help the CIRA determine whether long-term or short-term invest­
ments of the reserve funds are applicable. In order for the board of 
directors to meet its fiduciary duties of maintaining and preserv­
ing the common property through the reserve fund, a plan must 
be developed that will consider the age and condition of the com­
mon property. The board estimates the required amounts and, in 
doing so, considers such factors as inflation, useful lives, and inter­
est or other earnings rates. The auditor should refer to the “Be­
yond the Audit—The Business Adviser Approach” section of this 
Alert for guidance on investment strategies for reserve funds.
One of the key issues to be determined in the establishment of 
this financial analysis is the type of funding plan that the CIRA is 
going to adhere to. In the past, the general concept has been to 
fully fund every component w ithin the schedule to its full 
amount. For example, if an item has a $100,000 replacement cost 
and a ten-year life, $10,000 per year would be set aside for that 
replacement. It is now generally accepted that other forms of 
funding are just as fiscally prudent. An evaluation is made to de­
termine over a given period of time how much money w ill be
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needed and how much money w ill be collected based on cash 
flow analysis. So that even though each individual component 
within the schedule may not be fully funded over the period of 
time, when the cash flow is projected, there will be very little op­
portunity for a deficit to occur.
The CAI reserve standards define a fu n d in g  p la n  as follows: “A 
CIRA's plan to provide income to a Reserve Fund to offset antic­
ipated expenditures from that fund.”6 Before the issuance of these 
standards, different regions of the country had different names 
for the same replacement funding methodologies. The new stan­
dards define four types of funding plan goals.
1. F u ll fu n d in g :  Setting a reserve funding goal of attaining 
and maintaining reserves at or near 100 percent funded
2. B aselin e fu n d in g :  Establishing a reserve funding goal of 
keeping the reserve cash balance above zero
3. T hreshold fu n d in g .  Establishing a reserve funding goal of 
keeping the reserve balance above a specified dollar or per­
cent funded amount
4. Statutory fu n d in g  Establishing a reserve funding goal of set­
ting aside the specific minimum amount of reserves required 
by state statutes or state agency administrative regulations
Even though all these methods have merit, some are more popu­
lar than others in various regions of the country. For example, full 
funding is a mainstay in the Northeast, while other areas of the 
country favor threshold funding. In some cases, statutory fund­
ing requirements dictate the method used.
The full funding plan concept is one in which the funding goal is 
to attain or maintain reserves at or near 100 percent funded. The 
reserve standards define a fully funded balance as one in which 
“the reserve balance is in direct proportion to the fraction of life 
u sed  up of the current repair or replacement cost.” Should an asset 
not be at 100 percent funded, a full funding plan would have the
6. The CAI is a nonprofit research and educational organization representing U.S. 
CIRAs in all matters o f planned community concerns.
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CIRA accumulate the balance of the monies evenly over the re­
maining useful life of the asset. Due to the remaining useful lives 
of the components, the recommended annual funding level may 
vary from year to year. At times, this variance m ight be large 
enough to create some budgeting challenges for a board. In such 
cases, it is common for boards to take an average of the recom­
mended funding level for the next “X” years to smooth out the 
anticipated assessment levels for the community.
The standards define baseline funding as a methodology in which 
the funding goal is to keep “the reserve cash balance above zero.” 
Compared with full funding, the underlying philosophy of base­
line funding is “to collect when you have to pay,” whereas the un­
derlying philosophy of full funding is “to pay as you use.” Rather 
than fully funding each individual component, baseline funding 
focuses on ensuring sufficient cash flow to make necessary repairs 
and replacements on an as-needed basis, without fund balances 
falling below zero.
Threshold funding is really a variation of baseline funding. Its goal 
is to keep “the reserve balance above a specified dollar or percent 
funded amount.” One option is to choose a goal of obtaining or 
maintaining funding at or near a percentage lower than 100 per­
cent. It is important to establish and monitor the threshold.
In all of the different types of funding plans that are presented, 
one of the key considerations that also must be made by the 
CIRA is how often to update the schedule in order to feel confi­
dent that it truly reflects the current conditions of the CIRA. It is 
generally recommended for a CIRA up to ten years old to update 
the study every three years, including a field assessment of the 
condition of all the components. W ith CIRAs that are older than 
ten years, the frequency of these update periods needs to be in­
creased due to the potential rapid deterioration of the compo­
nents on the schedule due a lack of maintenance. W hen 
determining the update cycle, the CIRA should also consider the 
type of funding plan that it is using. For example, for a CIRA 
using a baseline type of funding plan, it is critical that the sched­
ule be updated on a more frequent basis than the CIRA that is 
using the threshold funding method.
37
In conclusion, due to the fact that there are many different vari­
ables involved with the review of a reserve study, and all CIRAs’ 
financial situations are different, they should all be reviewed on 
an individual basis. It is recommended that CIRAs, when having 
reserve studies prepared, make sure that the preparer is qualified 
and that the CIRA meets with the preparer once the study has 
been issued to review its contents in greater detail.
Additional information regarding reserve studies is available from 
the CAI, which also provides a designation for reserve providers 
known as the RS, or reserve specialist designation.
Assurance Services
What assurance services can you offer your client beyond the audit?
Practitioners now have an opportunity to broaden their tradi­
tional service offerings by considering an emerging practice area 
called assurance services. The AICPA, in conjunction with the 
Canadian Institute of Chartered Accountants (CICA), has devel­
oped WebTrustSM and SysTrustSM assurance services. Assurance 
service engagements allow practitioners to build on their reputa­
tion for independence, objectivity, and integrity to provide assur­
ance that an entity is complying w ith an established set of 
principles and criteria.
SysTrust
The SysTrust assurance engagement provides you with the oppor­
tunity to offer your clients a valuable service that goes well beyond 
the work conducted in the traditional audit. If a client requires an 
evaluation of the effectiveness of controls enabling its information 
systems to function reliably, a SysTrust engagement can provide 
the answer. In a SysTrust engagement, the CPA evaluates a system 
against relevant and reliable SysTrust principles and criteria and 
determines whether controls over the system exist.
The principles and criteria include (1) four broad principles 
identifying parameters and attributes of a reliable system and 
(2) criteria underlying the principles that establish the specific
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control objectives a system must meet to be considered reli­
able. The principles address the concerns of availability, secu­
rity, integrity, and maintainability. Then, the CPA tests the 
system to determine whether the controls were operating effec­
tively during a specified period and issues a report attesting to 
the effectiveness of controls over the availability, security, in­
tegrity, and maintainability. If a client is concerned only about 
the effectiveness of the controls over one principle, such as 
availability, the CPA can issue a report on one principle or a 
combination of principles.
Help Desk—For more information on the assurance services, 
visit the Web site for SysTrust at www.aicpa.org/assurance/ 
systrust/index.htm.
Recent Changes to SSARS 1 Resulting in SSARS 8
What’s the current status of the Accounting and Review Services 
Committee’s deliberations on how to clarify the applicability of SSARS 1 ? 
What’s the current status of “management-use only’’ financial statements?
During 2000, Accounting and Review Services Committee 
(ARSC) completed work on a proposal that made fundamental 
changes to the way in which accountants view the compilation 
engagement. These changes mark the first major revision to 
Statements on Standards for Review and Accounting Services 
(SSARS) in over twenty years. During the exposure period 
(which ran from December 31, 1999, to June 9, 2000), the 
ARSC received approximately eighty comment letters, and incor­
porated a number of the suggestions into the final document.
In making this change, the ARSC decided to take a new approach 
to addressing the many perceived problems with SSARS. In past 
proposals (for example, the 1995 proposal, Assembly o f  F inan cia l 
Statem ents f o r  In tern a l Use Only), the ARSC addressed the prob­
lems by attempting to exempt certain financial statements (for 
example, internal use and computer generated) from the require­
ments of SSARS 1, C om pila tion  a n d  R eview  o f  F in an cia l S tate­
m ents (AICPA, Professional Standards, vol. 2, AR sec. 100). The 
majority of the profession opposed most of these proposals.
39
In this change, the ARSC actually rewrote SSARS 1 rather than 
simply trying to exempt certain financial statement engagements.
The result is SSARS 8, A m endm ent to S ta tem en t on Standards f o r  
A ccoun tin g a n d  R eview  S ervices No. 1, Compilation and Review of 
Financial Statements. SSARS 8 retains the best of what SSARS 1 
has always offered. In fact, it does not change professional stan­
dards for review engagements, nor does it change the perfor­
mance standards (that is, the procedures you perform when you 
compile financial statements) for a compilation engagements. 
Rather, SSARS 8 adds new options to make it more flexible and 
to allow you to use your professional judgment in dealing with 
the client. Two things have changed:
1. The definition of subm ission o f  f in a n c ia l  sta tem ents (which 
“triggers” the application of SSARS 1)
2. The add itio n  of com m unication  options in  certain  
circumstances
By modifying the definition of subm ission , the ARSC felt that the 
majority of the applicability problems (that is, deciding when 
SSARS 1 applies and when it doesn’t— especially when perform­
ing various accounting and bookkeeping services) would be 
solved. Subm ission o f  f in a n c ia l  sta tem ents is now defined as “pre­
senting to a client or third parties financial statements that the ac­
countant has prepared either m anually or through the use of 
computer software.” This is a substantial change from the previ­
ous definition, which referred to “generating financial statements 
or modifying client-prepared financial statements.” You will still 
have to use your professional judgment to determine whether you 
have “prepared” a financial statement. Yet, the ARSC felt that this 
modification was the best way to address today’s technological 
environment while still maintaining a minimum level of service 
on financial statements that are prepared by the accountant and 
presented to the client.
The second change involves com m unication options. The 
com pilation report has long been the vehicle by which you 
communicate, among other things, your degree of responsibil­
ity for the financial statements to the financial statement user.
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The ARSC felt, however, that there should be other ways of commu­
nicating the same information in certain limited circumstances— 
namely, in an engagement in which the financial statements are 
not expected to be used by third parties. In this type of engage­
m ent, you can now com pile the financial statements and 
choose between the following communication options when 
communicating the results of your engagement: (1) the stan­
dard compilation report, or (2) an engagement letter. The en­
gagement letter (the new option) contains much of the same 
inform ation as found in a standard com pilation report, but 
sim ply presents it in a different format. See appendix A of 
SSARS 8 for an overview of the changes and appendix B for a 
sample engagement letter.
The changes are effective for financial statements submitted after 
December 31, 2000.
Help Desk—The AICPA has published a compilation and re­
view alert to assist practitioners in implementing these SSARS- 
related changes into their practice. You can obtain the AICPA 
compilation and review Alert, Practica l Guidance f o r  Imple­
m enting SSARS 8 (Product No. 022274kk), which is available 
from the AICPA Order Department.
Executive Summary— Recent Changes to SSARS 1 Resulting in
SSARS 8
• The ARSC issued SSARS 8 in 2000; it made major changes to 
SSARS 1.
• Two major changes to SSARS 1 brought about by SSARS 8 are (1) a 
change in the definition of submission o f  finan cia l statements and (2) a 
new option for a “management-use only” compilation engagement.
• SSARS 8 is effective for financial statements submitted after Decem­
ber 31, 2000.
• The AICPA has issued a compilation and review Alert that provides 
guidance for implementing SSARS 8 (Product No. 022274kk).
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New Auditing and Attestation Standards
What new auditing and attestation standards are relevant for 
practitioners to consider?
In this section we present brief summaries of auditing pro­
nouncements issued since the publication of last year’s Alert. The 
summaries are for informational purposes only and should not be 
relied on as a substitute for a complete reading of the applicable 
standard. For information on auditing pronouncements issued 
subsequent to the writing of this Alert, please refer to the AICPA 
Web site at www.aicpa.org/members/div/auditstd/technic.htm. 
You may also look for announcements of newly issued standards 
in the CPA Letter and Jou rn a l o f  A ccountancy.
New Statements on Auditing Standards
SAS No. 88, S erv ice  O rgan iza tion s a n d  R ep o r tin g  on  C onsisten cy
In December 1999, the AICPA Auditing Standards Board (ASB) is­
sued SAS No. 88, Service Organizations a n d  R eporting on Consistency 
(AICPA, Professional Standards, vol. 1, AU secs. 324 and 420). Part 
1, “Service Organizations,” amends SAS No. 70, Reports on th e Pro­
cessing o f  Transactions by S ervice Organizations7 (AICPA, Professional 
Standards, vol. 1, AU secs. 324.03 and 324.06—.10), to—
1. Clarify the applicability of SAS No. 70 by stating that the 
SAS is applicable if  an entity obtains services from another 
organization that are part of the entity’s information sys­
tem. It also provides guidance on the types of services that 
would be considered part of an entity’s information system.
2. Revise and clarify the factors a user auditor should con­
sider in determining the significance of a service organiza­
tion’s controls to a user organization’s controls.
7. M any CIRAs use service organizations as a part o f their information system such as 
payroll services, bank depositing services, and management agents who provide 
bookkeeping and accounting services. The need may arise to assess the controls o f  
another entity depending on the significance o f those controls over the transaction 
cycle. Most CIRAs do not have sufficient controls over the information produced by 
the management agent and do need to review information about the management 
agent controls to plan the audit.
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3. Clarify the guidance on determining whether information 
about a service organization’s controls is necessary to plan 
the audit.
4. Clarify that information about a service organization’s con­
trols may be obtained from a variety of sources.
3. Change the tide of SAS No. 70 from Reports on the Processing o f  
Transactions by Service Organizations to Service Organizations.
Part 2, “Reporting on Consistency,” amends SAS No. 1 , C odifi­
ca tion  o f  A uditin g Standards a n d  P rocedures (AICPA, Professional 
Standards, vol. 1, AU sec. 420, “Consistency of Application of 
Generally Accepted Accounting Principles”), to—
1. Conform the list of changes that constitute a change in the 
reporting entity (AU sec. 420.07) to the guidance in para­
graph 12 of Accounting Principles Board (APB) Opinion 
20, A ccoun ting Changes.
2. C larify that the auditor need not add a consistency ex­
planatory paragraph to the auditor’s report when a change 
in the reporting entity results from a transaction or event.
3. Eliminate the requirement for a consistency explanatory 
paragraph in the auditor’s report if  a pooling of interests is 
not accounted for retroactively in comparative financial 
statements.
4. Eliminate the requirement to qualify the auditor’s report 
and consider adding a consistency explanatory paragraph 
to the report if  single-year financial statements that report 
a pooling of interests do not disclose combined informa­
tion for the prior year.
All of the amendments contained in SAS No. 88 were effective 
upon issuance.
SAS No. 89, A udit A d justm en ts
In December 1999, the ASB issued SAS No. 89, Audit Adjustments 
(AICPA, Professional Standards, vol. 1, AU secs. 310, 333, and 380), 
which amends three SASs to establish audit requirements designed
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to encourage client management to record financial statement ad­
justments aggregated by the auditor. It also clarifies managements 
responsibility for the disposition of financial statement misstate­
ments brought to its attention. SAS No. 89 amends SAS No. 83, Es­
tab lish in g an  U nderstanding With th e C lien t (AICPA, Professional 
Standards, vol. 1, AU sec. 310); SAS No. 83, M anagem en t Represen­
tations (AICPA, Professional Standards, vol. 1, AU sec. 333); and 
SAS No. 61, Com munication With Audit Committees (AICPA, Pro­
fess iona l Standards, vol. 1, AU sec. 380), as follows:
1. SAS No. 83 is amended to include, in the understanding 
with the client, management’s responsibility for determin­
ing the appropriate disposition of financial statement mis­
statements aggregated by the auditor. Specifically, SAS No. 
89 adds the following to the list of matters that generally 
are included in the understanding with the client:
Management is responsible for adjusting the financial 
statements to correct material misstatements and for af­
firming to the auditor in the representation letter that 
the effects of any uncorrected misstatements aggregated 
by the auditor during the current engagement and per­
taining to the latest period presented are immaterial, 
both individually and in the aggregate, to the financial 
statements taken as a whole.
It is of the utmost importance to obtain an engagement 
letter for a CIRA engagement to ensure that there is an un­
derstanding of the services to be performed between the 
client and the auditor since the CIRA board of directors 
and officers are not familiar with dealing with auditors.
2. SAS No. 85 is amended to require that the management 
representation letter include an acknowledgment by man­
agement that it has considered the financial statement mis­
statements aggregated by the auditor during the current 
engagement and pertaining to the latest period presented, 
and has concluded that any uncorrected misstatements are 
immaterial, both individually and in the aggregate, to the 
financial statements taken as a whole. It also requires that a
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summary of the uncorrected misstatements be included in 
or attached to the representation letter.8
These amendments are effective for audits of financial statements 
for periods beginning on or after December 15, 1999, with early 
adoption permitted.
SAS No. 93, O m nibu s S ta tem en t on  A ud itin g  S tandards—2000
Issued by the ASB in October 2000, SAS No. 93, O m nibus State­
m en t on  A ud itin g S tandards—2000  (AICPA, P ro fessiona l S tan­
dards, vol. 1, AU secs. 622, 508, and 315)—
1. Withdraws SAS No. 75, Engagements to Apply Agreed-Upon 
Procedures to Specified  Elements, Accounts, o r Item s o f  a  F inan­
c ia l S tatem ent (AICPA, Professional Standards, vol. 1, AU sec. 
622). The guidance in SAS No. 75 will be incorporated in 
SSAE No. 4, A greed-U pon P rocedures A greem ents (AICPA, 
Professional Standards, vol. 1, AT sec. 600), to consolidate 
the guidance on agreed-upon procedures engagements in 
professional standards. The withdrawal of SAS No. 75 is 
concurrent with the effective date of SSAE No. 10, Attesta­
tion Standards: Revision a n d  R ecodification, scheduled to be 
issued in January 2001, which will eliminate the require­
ment to obtain written assertions from the responsible per­
son or persons which prevented many practitioners from 
performing attest engagements. SSAE No. 10 will be effec­
tive for agreed-upon procedures engagements for which the 
subject matter or assertion is as of or for a period ending on 
or after June 1, 2001, with earlier application permitted.
2. Amends SAS No. 58, Reports on A udited F inancial Statements 
(AICPA, Professional Standards, vol. 1, AU sec. 508), to in­
clude an identification in the auditor's report of the country 
of origin of the accounting principles used to prepare the
8. Auditors o f CIRAs should consider obtaining management representations regarding 
specific issues pertaining to CIRAs. See paragraph 7 .33  o f the CIRA Audit Guide. 
For example, issues include the funding policy for future major repairs and replace­
ments, the policy, i f  any, for disposing o f excess revenues over expenses and reserve 
study disclosures, and management’s responsibility toward presentation o f supple­
mentary information about future major repairs and replacements.
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financial statements and the auditing standards that the audi­
tor followed in performing the audit. This amendment with­
draws Auditing Interpretation No. 13, “Reference to 
Country of Origin in the Auditor's Standard Report,” of SAS 
No. 58, Reports on A udited F inancia l Statements (AICPA, Pro­
fe s s io n a l S tandards, vol. 1, AU sec. 9508 .53-.55). This 
amendment is effective for reports issued or reissued on or 
after June 30, 2001. Earlier application is permitted.
3. Amends SAS No. 84, C om m unica tions B etw een  P redecessor 
a n d  Successor Auditors (AICPA, Professional Standards, vol. 
1, AU sec. 315), to clarify the definition of a predecessor 
auditor.9 This amendment is effective for audits of finan­
cial statements for periods ending on or after June 30, 
2001. Earlier application is permitted.
Auditors should refer to the amendment for the appropriate 
wording to be used in the audited report.
SSAE No. 10, Attestation Standards: Revision and Recodification
The ASB expects to issue SSAE No. 10, Attestation Standards: Re­
vision  a n d  R ecod ifica tion , in January 2001. SSAE No. 10—
• Changes the title of AT section 101 to Attest Engagements.
• Changes the definition of an attest engagement into a 
statement of applicability of the standard, as follows:
-  This statement applies to engagements in which a certi­
fied public accountant in the practice of public ac­
counting (hereinafter referred to as a p ra c t it io n e r )  is 
engaged to issue or does issue an examination, a review, 
or an agreed-upon procedures report on subject matter, 
or an assertion about the subject matter, that is the re­
sponsibility of another party.
9. Due to the frequency o f turnover o f auditors in CIRA engagements, there should be 
an open exchange between the predecessor and the successor auditors to relay infor­
mation that may be helpful in identifying possible audit problems. The predecessor 
auditor may also be a reliable source o f information in regards to management in­
tegrity and other similar issues.
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• Revises the third general standard to focus on the essential 
elements of criteria: The criteria must be suitable and must 
be available to users. The subject matter also must be capa­
ble of reasonably consistent evaluation against the criteria.
• Enables true direct reporting on subject matter by elim i­
nating the requirement to make reference to the assertion 
in the practitioner's report.
• Provides expanded guidance on the circumstances in 
which the use of attest reports should be restricted to spec­
ified parties.
• Supersedes SSAE Nos. 1 through 9.
The new standard also revises and renumbers the AT sections as 
follows:
New
AT section
Existing 
AT section
A ttest Engagem ents 1 0 1 1 0 0
A greed-U pon  Procedures Engagements 2 0 1 6 0 0
Financial Forecasts and Projections 3 0 1 2 0 0
R eporting  on  Pro Form a Financial In form ation 4 0 1 3 0 0
R eporting  on  an E ntity’s In ternal C o n tro l 
O ver Financial R eporting 5 0 1 4 0 0
C om plian ce A ttestation 6 0 1 5 0 0
M anagem ent's D iscussion and Analysis 7 0 1 7 0 0
The new SSAE also eliminates the requirement in AT section 
201, A greed-U pon P rocedures E ngagem ents, for the practitioner to 
obtain a written assertion in an agreed-upon procedures attest en­
gagement. It also incorporates changes needed as a result of the 
withdrawal of SAS No. 75, E ngagem en ts to Apply A greed-U pon  
Procedures to S p ecified  Elements, A ccounts, o r  Item s o f  a F inan cia l 
Statem ent. That withdrawal is reflected in SAS No. 93, O mnibus 
S tatem en t on A uditing Standards—2000.
SSAE No. 10 is effective when the subject matter or assertion is as 
of or for a period ending on or after June 1, 2001. Early applica­
tion is permitted.
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Help Desk—Look for a new AICPA Practice Aid on how to 
understand and apply the provisions of SSAE No. 10. It is ex­
pected to become available during the first quarter o f 2001.
On the Horizon
What new ASB exposure draft has been issued this year?
ASB Exposure Draft
Exposure drafts are intended to solicit comments from preparers, 
auditors, financial statement users, and other interested parties. 
They are nonauthoritative and cannot be used as a basis for chang­
ing GAAS or generally accepted accounting principles (GAAP). 
The following exposure draft was outstanding at the time this Alert 
was written. You can find a complete list in the general A udit Risk 
Alert 2000/01. Refer to the AICPA’s Web site, www.aicpa.org, for 
current information on the status of exposure drafts.
Issued in October 2000, the proposed SAS amends SAS No. 55, 
C onsideration  o f  In tern a l C on tro l in  a  F in an cia l S ta tem en t A udit 
(AICPA, Professional Standards, vol. 1, AU sec. 319), as amended 
by SAS No. 78, C onsideration o f  In tern a l C on tro l in  a F inan cia l 
S ta tem en t A udit: An A m endm en t to S ta tem en t on A ud itin g Stan­
dards No. 55  (AICPA, Professional Standards, vol. 1, AU sec. 319), 
to provide guidance to auditors about the effect of information 
technology (IT) on internal control, and on the auditor’s under­
standing of internal control and assessment of control risk. The 
ASB believes the guidance is needed because entities of all sizes 
increasingly are using IT in ways that affect their internal control 
and the auditor’s consideration of internal control in a financial 
statement audit. Consequently, in some circumstances, auditors 
may need to perform tests of controls to perform effective audits.
This proposed SAS amends SAS No. 55, as amended by SAS No. 
78, to—
1. Incorporate and expand on the concept from SAS No. 80, 
A m endm en t to S ta tem en t on  A ud itin g  S tandards No. 31,
48
Evidential Matter (AICPA, P ro fessiona l S tandards, vol. 1, 
AU sec. 326.14), that in circumstances where a significant 
amount of information supporting one or more financial 
statement assertions is electronically initiated, recorded, 
processed, and reported, the auditor may determine that it 
is not practical or possible to restrict detection risk to an 
acceptable level by performing only substantive tests for 
one or more financial statement assertions. In such cir­
cumstances, the auditor should obtain evidential matter 
about the effectiveness of both the design and operation of 
controls to reduce the assessed level of control risk.
2. Describe how IT may affect internal control, evidential 
matter, and the auditor’s understanding of internal control 
and assessment of control risk.
3. Describe both benefits and risks of IT to internal control, 
and how IT affects the components of internal control, 
particularly the control activities and information and 
communication components.
4. Provide guidance to help auditors determine whether spe­
cialized skills are needed to consider the effect of computer 
processing on the audit, to understand the controls, or to 
design and perform audit procedures.
5. Clarify that in obtaining an understanding of the entity’s 
financial reporting process, the auditor should understand 
how both standard, recurring entries and nonstandard, 
nonrecurring entries are initiated and recorded, and the 
auditor should also understand the controls that have been 
placed in operation to ensure that such entries are autho­
rized, complete, and correctly recorded.
6. Update term inology and references to IT systems and 
controls.
The proposed SAS does not—
1. Eliminate the alternative of assessing control risk at the 
maximum level and performing a substantive audit, if  that 
is an effective approach.
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2. Change the requirement to perform substantive tests for 
significant account balances and transaction classes.
Electronic data exchange may be used by your CIRA client, for 
example, in the purchasing process and cash disbursements trans­
actions electronically with suppliers and debit owners’ bank ac­
counts for monthly assessments. Electronic form may be the only 
audit evidence available. So the auditor must be educated about 
the technology used in the financial reporting system and decide 
what effect it will have on the planning of the audit.
Accounting Issues and Developments
New FASB Pronouncements
What new FASB accounting pronouncements have been issued by the FASB?
Included are pronouncements from the FASB and Accounting 
Standards Executive Committee (AcSEC) for you to consider as 
you plan your CIRA engagements. For updates on additional 
pronouncements see the AICPA general A udit Risk A lert 2000/01 
(Product No. 022260kk).
FASB Pronouncements
Statem ent N o. 1 4 0  Accounting for Transfers an d  Servicing o f  Financial Assets
an d  Extinguishments o f  Liabilities— This statem ent re­
places FASB Statem en t N o. 1 2 5  and revises the stand­
ards for accounting for securitizations and other transfers 
o f  financial assets and collateral and requires certain  
disclosures, b u t carries over m ost o f  S tatem en t No. 
1 2 5 ’s provisions.
Statem ent No. 1 4 0  is effective fo r transfers and servicing 
o f  financial assets and extinguishm ents o f  liabilities  
occurring after M arch  3 1 ,  2 0 0 1 ,  fo r recognition  and  
reclassification o f  collateral and  fo r disclosures relating  
to securitization transactions and collateral fo r  fiscal 
years ending after D ecem ber 15 , 2 0 0 0 .  T here is no re­
porting  requirem ent fo r disclosures about securitization  
and collateral accepted fo r periods ending on  o r before  
D ecem ber 15 , 2 0 0 0 ,  fo r w h ich  financial statem ents  
are presented fo r  com parative purposes.
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Statem ent No. 1 3 9  Rescission o f  FASB Statement No. 5 3  an d  Amendments
to FASB Statements No. 63, 89, a n d  121— FASB State­
m ent N o. 1 3 9  rescinds FASB Statem ent N o. 53 , Finan­
cial Reporting by Producers a n d  Distributors o f  M otion  
Picture Films. A n  en tity  th a t prev iously  was subject to  
the requirem ents o f  S tatem ent N o. 5 3  shall fo llo w  the  
guidance in  A IC P A  S O P  0 0 -2 ,  Accounting by Producers 
or Distributors o f  Films. T his S tatem ent also am ends 
FASB Statem ents N o. 6 3 , Financial Reporting by Broad­
casters, No. 89 , Financial Reporting an d  Changing Prices, 
and No. 1 2 1 ,  Accounting fo r  the Im pairm ent o f  Long- 
L ived Assets an d  fo r  Long-Lived Assets to Be Disposed O f
Statem ent N o. 1 3 9  is effective fo r  financial statem ents  
fo r fiscal years beginning after D ecem ber 15 , 2 0 0 0 .  
Earlier application is perm itted  o n ly  up on  early  adop­
tion  o f  the SOP.
Statem ent N o. 1 3 8  Accounting fo r  Certain D erivative Instruments a n d  Cer­
tain Hedging Activities— FASB Statem ent N o. 1 3 8  
addresses a lim ited  num ber o f  issues causing im ple­
m entation  difficulties fo r num erous entities that apply  
FASB Statem ent N o. 13 3 . T his S tatem ent am ends the 
accounting and reporting standards o f  FASB Statem ent 
N o. 1 3 3  fo r certain  derivative instrum ents and certain  
hedging activities.
T his Statem ent is effective, fo r an en tity  that has not 
adopted  Statem en t No. 1 3 3  before Ju n e  15 , 2 0 0 0 ,  
con cu rren tly  w ith  Statem en t N o. 1 3 3  according to  the  
provisions o f  paragraph 4 8  o f  S tatem ent N o. 13 3 . For 
an en tity  that has adopted Statem ent N o. 1 3 3  before  
Ju n e  15 , 2 0 0 0 ,  this statem ent is effective fo r  all fiscal 
quarters beginning after Ju n e  15 , 2 0 0 0 ,  in  accordance  
w ith  certain transition  provisions.
FASB In terpretation  Accounting fo r  Certain Transactions Involving Stock
N o. 4 4  Compensation— A m o n g  oth er issues, In terpretation
N o. 4 4  clarifies (1) the d efin ition  o f  em ployee fo r p u r­
poses o f  applying  O p in io n  2 5 ,  (2) the criteria  fo r de­
term ining w hether a plan qualifies as a noncom pensatory 
plan, (3) the accounting consequence o f  various m o d ­
ifications to  the term s o f  a p reviously fixed stock op ­
tio n  o r award, and (4) the accounting fo r  an exchange 
o f  stock com pensation awards in a business com bination.
FASB Pronouncements
Note that these Statements are not likely to be applicable to your 
CIRA clients.
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FASB Exposure Drafts
What new FASB exposure drafts have been issued since last year?
Following are FASB exposure drafts issued since the last Alert:
• Proposed Statement of Financial Accounting Standards— 
A ccoun ting f o r  th e Im pa irm en t o r  D isposal o f  L ong-L ived As­
sets a n d  f o r  O bligations A ssocia ted w ith  D isposa l A ctivities; 
July 12, 2000
• Proposed Statement of Financial Accounting Standards— 
A ccoun ting f o r  O bligations A ssociated w ith  th e R etirem en t o f  
L ong-L ived Assets; February 17, 2000
• Proposed Statement of Financial Accounting Standards— 
Business Combinations a n d  Intangible Assets; September 7, 1999
• Proposed Statement of Financial Accounting Standards— 
C onsolida ted  F inan cia l S tatem ents: Purpose a n d  Policy; Feb­
ruary 23, 1999
Help Desk—See the FASB Web site www.rutgers.edu/
Accounting/raw/fasb/draft/draftpg.html for information on the
status of these and other exposure drafts issued by the FASB.
Update on Accounting Projects Relevant to CIRAs
Accounting standard-setters are on the verge of issuing exposure 
drafts of several Statements that could affect CIRAs. Although 
the final Statements w ill not be issued and effective for some 
time, you may want to acquaint yourself with how the proposed 
standards w ill change existing practice and affect their CIRA 
clients. Some clients will require assistance to understand or oth­
erwise prepare for the new standards.
Real Estate Time-Sharing Transactions
AcSEC is still considering a proposed SOP (discussed in Common  
In terest R ealty A ssociations— 1999/2000) that will address several 
key issues affecting the sellers of time-sharing arrangements. These 
issues include revenue recognition, determination of the allowance
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for uncollectible receivables, and the deferral of selling costs. To 
date, AcSEC has tentatively concluded that the underlying struc­
tural basis for the profit recognition model will be the retail land 
sales model described in FASB Statement No. 66, A ccounting f o r  
Sales o f  R eal Estate, with inclusion of certain fundamental princi­
ples from that Statement's other-than-retail-land-sales model.
Tentative conclusions to date include the following:
• Buyer's com m itm en t test. The test for buyer’s commitment 
is a 10 percent-of-principal test, similar to that of the retail 
land sales model, which could be passed by receipt by the 
seller of cumulative down payments of at least 10 percent 
of the sales price.
• C ollectib ility -o f-receivables test. Collectibility is demonstrated 
by either passing a test similar to the retail land sales model’s 
“90 percent test” or by the seller’s collection of cumulative 
principal payments of at least 25 percent of the sales price.
• E stim a b il ity -o f-d e fau lts  test. The estimability-of-defaults 
test is a non-bright-line test, subject to certain criteria, 
whereby a time-sharing entity would have to have suffi­
cient collection experience to demonstrate it can reliably 
estimate defaults. This test is analogous to the ability to es­
timate future returns discussed in FASB Statement No. 48, 
R evenue R ecogn ition  When R igh t o f  R eturn Exists.
• P a s sa g e -o f t i t l e  r eq u irem en t. Passage of nonreversionary 
title is a criterion for treating a time-sharing transaction as 
a sale rather than a lease. For right-to-use and similar trans­
actions not involving passage by seller of nonreversionary 
title, the proposed SOP w ill direct the reader to FASB 
Statement Nos. 13 and 98, A ccoun tin g f o r  Leases.
• Rentals o f  unsold interests. Rentals are considered to be holding- 
period activities and accounted for as incidental operations 
under FASB Statement No. 67, A counting for  Costs a n d  Initial 
Rental Operations o f  Real Estate Projects. Time-sharing interests 
should be accounted for as inventory rather than fixed assets 
and should therefore not be depreciated during times of rental.
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• Expensing versus d e ferra l o f  costs. This issue is addressed by 
using the “directly  associated” approach described in paragraph 
18 of FASB Statement No. 67, modified to include some re­
strictions similar to those in FASB Statement No. 91, Account­
in g f o r  N onrefundable Fees a n d  Costs Associated w ith  O riginating 
or Acquiring Loans an d  In itia l D irect Costs o f  Leases.
Proposed SOP Related to Property, Plant, and Equipment
A proposed SOP, A ccou n tin g  f o r  C erta in  Costs a n d  A ctiv itie s  
R ela ted  to Property, P lant, a n d  E quipm ent (formerly Cost Capital­
ization), will address accounting and disclosure issues related to 
determining which costs related to real estate assets should be 
capitalized as improvements and which should be expensed as re­
pairs and maintenance. The SOP also will address capitalization 
of indirect and overhead costs. The proposed SOP is expected to 
provide guidance on “componentization” of real estate assets, in 
which the asset is separated into separate components that each 
may have different estimated useful lives. Each component would 
be accounted for and depreciated or amortized as a separate asset. 
It is anticipated that the proposed standard would have wide ap­
plicability beyond the real estate industry.
In general, the SOP uses a “project stage” framework, in which 
accounting guidance is provided for each stage in the property, 
plant, and equipment (PP&E) project. The stages would include 
p re lim in a ry  (occurring before acquisition of specific PP&E being 
probable), p rea cq u is ition  (occurring after acquisition of specific 
PP&E being probable but before acquisition or construction), a c ­
qu isition  o r  con stru ction , and in  serv ice  (beginning at the time ac­
quisition or construction of PP&E is substantially complete and 
the PP&E is ready for its intended use).
This project is moving rather quickly. A first draft has been pre­
pared, and AcSEC anticipates issuing an exposure draft during 
the first quarter of 2001. That exposure draft is expected to con­
tain the following conclusions.
• Except for the cost of options, prelim inary stage costs 
would be charged to expense as incurred.
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• Costs related to PP&E incurred during the acquisition-or- 
construction stage would be capitalized if  the costs are di­
rectly identifiable w ith the specific PP&E. D irectly 
identifiable costs include only—
-  Incremental direct costs of acquiring, constructing, or 
installing the PP&E incurred in transactions with inde­
pendent third parties for the specific PP&E.
— Certain costs directly related to specified activities per­
formed by the entity for the acquisition, construction, 
or installation of the specific PP&E.
• General and administrative costs and overhead costs would 
be charged to expense as incurred.
• Costs related to PP&E that are incurred during the in-service 
stage, including costs of normal, recurring, or periodic repairs 
and maintenance activities, would be charged to expense as 
incurred unless the costs are incurred for (1) the acquisition 
of additional PP&E or components of PP&E or (2) the re­
placement of existing PP&E or components of PP&E. Re­
moval costs would be charged to expense as incurred.
• The costs of planned major maintenance activities are not 
a separate PP&E asset or component. Those costs would 
be capitalized to the extent they are capitalizable under the 
in-service stage guidance stage of the SOP and represent 
additions or replacements, and they would otherwise be 
charged to expense as incurred.
• A component is a tangible part of portion of PP&E that (1) 
can be separately identified as an asset and depreciated over 
its own expected useful life and (2) is expected to provide 
economic benefit for more than one year. If a component 
has an expected useful life that differs from the expected 
useful life of the PP&E asset to which it relates, the cost 
would be accounted for separately and depreciated or 
amortized over its expected useful life.
• If an entity replaces a part or portion of a PP&E asset 
that has not been previously accounted for as a separate
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component, and the replacement meets the definition of 
a component, then the entity  would capitalize the re­
placement, account for it as a separate component going 
forward, estimate the net book value of the replaced item, 
and charge the net book value of the replaced item to ex­
pense in the period of replacement.
• The SOP would be effective for financial statements for 
fiscal years beginning after December 15, 2001, with ear­
lier application encouraged. For PP&E owned or leased by 
an entity before the adoption date, the component ac­
counting guidance in the SOP would be applied using one 
of the following two alternatives:
1. Apply component accounting for all PP&E assets 
retroactively, to the extent practicable, on the adoption 
date, and, for those assets for which component ac­
counting is not used retroactively, alternative (2) that 
follows would be applied.
2. Do not apply component accounting retroactively, and 
in future periods when an entity incurs capitalizable costs 
for PP&E that replace PP&E for which component ac­
counting has not been used, the entity estimates the re­
maining net book value of the asset replaced and charges 
that amount to expense. Entities that previously ac­
counted for planned major maintenance activities under 
methods other than the one prescribed in this SOP 
would record a cumulative effect adjustment on the date 
of adoption. All other costs that were charged to expense 
before adoption that would be capitalized after adoption, 
or vice versa, would not be accordingly reclassified.
Accounting for Real Estate Investments
AcSEC prepared an exposure draft of an SOP titled A ccounting f o r  
Investors’ In terests in  U nconso lida ted  R eal Estate In vestm en ts . This 
SOP would supersede SOP 78-9, A ccounting f o r  Investm ents in  Real 
Estate Ventures, and change investors’ accounting for unconsolidated 
real estate investments. The exposure draft was issued November 
21, 2000, and comments are due by April 15, 2001.
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The proposed SOP will significantly change the way in which en­
tities account for their investments in partnerships. Most impor­
tantly, the proposed SOP w ill require the hypothetical 
liquidation at book value (HLBV) method for applying equity 
method accounting.
During the exposure period, you should become familiar with 
the provisions of the proposed Statement and how it might af­
fect your clients. Begin communicating with your clients well in 
advance of the new standard’s implementation date to plan for 
the transition.
Major changes to existing practice are expected to include the 
following.
• W ith certain exceptions, an investor holding an equity in­
vestment in an investee would follow the equity method of 
accounting for that investee when the investor has the abil­
ity to exercise significant influence over the investee. For in­
vestees such as general partnerships, limited partnerships, 
limited liability companies (LLCs), and limited liability part­
nerships (LLPs) that are organized in a “specific-ownership- 
account-like” structure and over which the investor does not 
have the ab ility to exercise significant influence, the in­
vestor’s accounting depends on whether its ownership inter­
est meets the definition in FASB Statement No. 115, 
A ccoun ting f o r  Certain Investm ents in D ebt a n d  Equity Secu­
rities , of an equity security having a readily determinable 
fair value. If the ownership interest meets this definition, 
the investor applies FASB Statement No. 115. If it does 
not, the investor applies the equity method.
• The HLBV method is followed when implementing the eq­
uity method. HLBV is a balance sheet-oriented approach to 
equity method accounting. Under HLBV, an investor deter­
mines its “share” of the earnings or losses of an investee by de­
termining the difference between its “claim on the investee’s 
book value” at the end and beginning of the period. This 
claim is calculated as the amount that the investor would re­
ceive (or be obligated to pay) if  the investee were to liquidate
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all of its assets at recorded amounts determined in accordance 
with GAAP and distribute the resulting cash to creditors and 
investors in accordance with their respective priorities.
• HLBV should be applied to all forms of financial interest 
that an investor has with respect to an investee, including 
common stock, preferred stock, debt securities, receivables, 
loans, and advances.
• In applying HLBV, an investor should report a negative in­
vestment only to the extent it has guaranteed obligations of 
the investee or is otherwise committed to provide further 
financial support for the investee. When the amount an in­
vestor would receive or pay upon the hypothetical liquida­
tion of an investee at book value depends on the ability of 
another investor to fund its negative investment, an in­
vestor's claim on the book value of an investee should in­
clude only those amounts for which it is probable that the 
other investor will be able to fund.
• An investor has a “basis difference” when there is a differ­
ence between the amount of its investment in an investee 
and its claim on the book value of the investee. Generally, 
a basis difference would be attributed to assets or liabilities 
of the investee and accounted for as if  the investee were a 
consolidated subsidiary.
Resource Central
On the Bookshelf
What other AICPA publications may be of value to my practice?
AICPA Audit and Accounting Guides
Audit and Accounting Guides summarize the practices applicable 
to specific industries and describe relevant matters, conditions, and 
procedures unique to these industries. The accounting guidance in­
cluded in AICPA Audit and Accounting Guides is in the GAAP hi­
erarchy as authoritative GAAP. These Guides are updated for
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authoritative pronouncements through May 1, 2000 (unless other­
wise indicated) and are available from the AICPA for the following 
industries (product numbers are shown in parentheses):
• A gricu ltura l P roducers a n d  Cooperatives 2000 (012355kk)
• Airlines 2000 (013184kk)
• Banks a n d  Savings Institu tions 2000 (011179kk)
• Brokers a n d  D ealers in S ecurities 2000 (012182kk)
• Casinos 2000 (013131kk)
• C om mon In terest R ealty A ssociations 2000 (012489kk)
• C onstruction Contractors 2000 (012097kk)
• C redit Unions 2000 (012061kk)
• Employee B en efit P lans 2000 (012340kk)
• E ntities W ith O il a n d  Gas P ro d u c in g  A ctiv ities  2000 
(012107kk)
• Federa l G overnm en t Contractors 2000 (012439kk)
• F inance C om panies 2000 (012467kk)
• H ealth Care O rganizations 2000 (012441kk)
• NEW AUDIT AND ACCOUNTING GUIDE! In v es t­
m en t C ompanies 2000 (012364kk)
• NEW AUDIT AND ACCOUNTING GUIDE! Life a n d  
H ealth In surance C ompanies 2000 (012500kk)
• N ot-for-P rofit O rganizations 2000 (013393kk)
• Property a n d  Liability Insurance Companies 2000 (011923kk)
• State a n d  L ocal G overnm en ta l Units 2000 (012061kk)
The following general Audit Guides also may be of interest to 
CPAs performing audit and attest engagements:
• C onsideration o f  In tern a l C on trol in  a F inan cia l S ta tem en t 
A udit 1997 (012451kk)
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• P ersonal F inan cia l S tatem ents 2000 (011136kk)
• P rosp ective F inan cia l In form ation  1999 (101179kk)
• Use o f  R eal Estate Appraisal In form ation  1997 (013159kk)
• NEW AUDIT GUIDE! A uditin g D eriva tiv e Instrum ents, 
H edgin g A ctivities a n d  In vestm en ts in  S ecurities—P ra ctica l 
G uidance f o r  A pplying SAS No. 92  (012520kk)
AICPA Industry Audit Risk Alerts
The annual industry Audit Risk Alert series provides information 
about current economic, regulatory, and professional develop­
ments in specified industries and practice areas. They assist CPAs 
in planning and performing audit engagements. The 2000/01 
Audit Risk Alerts are available from the AICPA for the following 
industries (product numbers are shown in parentheses):
• Auto D ealerships (022254kk)
• C om pilation a n d  R eview  (022270kk)
• C onstruction Contractors (022256kk)
• C om mon In terest R ealty A ssociations (022255kk)
• L end ing a n d  D epository Institu tions (022257kk)
• Employee B en efit P lans 2000 (022245kk)
• H ealth Care (022258kk)
• H igh Technology (022259kk)
• Insurance (022262kk)
• In vestm en t C ompanies (022263kk)
• N ot-for-P rofit O rganizations 2000 (022246kk)
• Real Estate (022264kk)
• R etail Enterprises (022265kk)
• Securities (022266kk)
• State a n d  L ocal G overnm ents 2000 (022251 kk)
60
This year's new additions to the Alert series are—
• The ABCs o f  In d ep en d en ce  (022271 kk). This is a must- 
read basic primer on the fundamentals of independence. 
W hether you’re unfamiliar with the standards or need a 
user-friendly refresher course, this Alert is for you.
• SEC A lert (022272kk). This Alert provides valuable in­
sights into staff perspectives on numerous accounting and 
auditing issues. The Alert also includes updates on recent 
SEC activities.
• E-Business Industry D evelopm ents (022273kk). The e-world 
awaits. Are you ready? Find out what’s happening in the 
realm of e-business and how it will affect your audits in this 
new Alert.
• P ra ctica l G uidance f o r  Im p lem en tin g  SSARS 8 (022274kk). 
This new Alert is filled with practical guidance to help you 
understand and apply the new amendments to SSARS 1.
Other Accounting and Auditing Team Publications
A udit a n d  A ccou n tin g  M a n u a l (007258kk). The m anual is a 
valuable nonauthoritative practice tool designed to provide assis­
tance for audit, review, and compilation engagements. It con­
tains numerous practice aids, samples, and illustrations— 
including audit programs; sample opinions; checklists; and sam­
ple engagement, management representation, and confirmation 
letters. Also included is a special section for state and local gov­
ernmental engagements.
AICPA P ra ctice A id Series. The publications that constitute the 
AICPA Practice Aid Series have been designed to address a broad 
range of topics that affect today’s CPA. From enhancing the effi­
ciency of your practice to developing the new skill sets required 
for a successful transition to meet the challenges of the new mil­
lennium, this series provides practical guidance and information 
to assist in making sense out of a changing and complex business 
environment. The series includes the following:
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• P reparin g a n d  R eportin g on Cash- a n d  Tax-Basis F inan cia l 
Statem ents (006701kk)
• F inan cia l S ta tem en t R eportin g a n d  D isclosure P ra ctices f o r  
E m ployee B en e fi t  P lans— NEW UPDATED EDITION! 
(006608kk)
• A uditin g R ecip ien ts o f  F ed era l Awards: P ra ctica l G u idan ce 
f o r  A pplying OMB C ircu la r A -133 A udits o f  States, L oca l 
G overnm en ts, a n d  N on -P ro fit O rgan iza tion s, J u n e  1997  
revision s— NEW UPDATED EDITION!
• C onsidering F raud in a F inan cia l S ta tem en t Audit: P ra ctica l 
G uidance f o r  A pplying SAS No. 82 (008883kk)
• A uditing Estimates a n d  O ther S oft A ccoun tin g In form ation
(010010kk)
• M ake Audits Pay—L everaging th e A udit In to C onsu lting Ser­
v ices (006704kk)
• CPA E lderC are: A P ra ctit ion er 's  R esou rce G uide— NEW 
UPDATED EDITION! (022504kk)
• Audits o f  Futures C om m ission M erchants, In trod u cin g  B ro­
kers, a n d  C om m odity Pools (006600kk)
• F inan cia l S ta tem en t P resentation a n d  D isclosure P ractices f o r  
N ot-for-P rofit O rganizations (006605kk)
• NEW PRACTICE AID! CPA WebTrust P ractitioners Guide 
(006604kk)
• NEW PRACTICE AID! CPA P er fo rm an ce View S ervices  
(00606kk)
• NEW PRACTICE AID! A ud itin g  M u ltiem p lo y er  P lans 
(006603kk)
Also look for U nderstand ing a n d  Im p lem en tin g  GASB’s N ew  Fi­
n an cia l R eportin g M od el—A Q uestion a n d  A nswer G uide f o r  P re­
p a rer s  a n d  A uditors o f  S tate a n d  L oca l G overn m en ta l F in a n cia l 
Statem ents (022315kk).
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A ssurance S ervices Alerts. The newly introduced Assurance Ser­
vices Alert series provides practitioners with information about 
the emerging practice areas of CPA E lderC are S erv ice s , Web­
TrustSMy and CPA SysTrustSM. These Alerts provide both an intro­
duction to those who are unfamiliar with assurance services and 
an update of important new developments for those who have ex­
panded their practice to include these assurance services. The 
2000 Assurance Services Alerts are available from the AICPA for 
the following services:
• WebTrustSM—2000 (022249kk)
• CPA ElderCare S ervices—2000 (022248kk)
• CPA SysTrustSM—2000 (022253kk)
F in a n cia l S ta tem en t P repa ra tion  M anual/D isclosure C heck lists 
(G01027kk). This manual is a loose-leaf service consisting of 
nineteen industry-specific disclosure checklists and includes sam­
ple financial statements. It is updated annually to reflect the is­
suance of new authoritative guidance. Most of the checklists are 
also available in individual paperback versions.
A ccoun tin g Trends a n d  Techniques—2000  (009892kk). This pub­
lication offers highlights of the latest trends in corporate financial 
statements, and are presented for practitioners in industry and 
public practice. The publication, which is based on a survey of 
over 600 public companies, illustrates accounting practices and 
trends, including presentations and disclosures.
Auditing Practice Releases
Auditing Practice Releases provide auditors of financial statements 
with practical guidance on specific subject areas. These nonauthor­
itative publications help auditors understand complex issues en­
countered and suggest procedures to accomplish audit objectives.
• A udit Im plications o f  E lectronic Data In terchange (021060kk)
• The In fo rm a tion  T echnology Age: E vid en tia l M atter in  th e  
E lectronic E nvironm en t (021068kk)
• C onfirm ation  o f  A ccounts R eceivab le (021064kk)
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• A udit Im p lica tion s  o f  E le ctron ic D o cu m en t M a n a g em en t  
(021066kk)
• S erv ice O rganizations: A pplying SAS No. 70 (021056kk)
• A nalytica l P rocedures (021069kk)
• A uditing in  C om mon C om puter E nvironm ents (021059kk)
• A uditing w ith  C omputers (021057kk)
• C onsidera tion  o f  th e In te rn a l C on tro l S tru ctu re in  a  C om ­
p u te r  E nvironm ent: A Case Study (021055kk)
• Audits o f  Inven tories (021045kk)
• A udit S am plin g  (021061kk)
Audit and Accounting Guide
The AICPA Audit and Accounting Guide C om m on In terest Re­
a lty A ssociations is available through the AICPA’s loose-leaf sub­
scription service. In the loose-leaf service, conforming changes 
(those necessitated by the issuance of new authoritative pro­
nouncements) and other minor changes that do not require due 
process are incorporated periodically. Paperback editions of the 
Guide as it appears in the service are printed annually. Copies 
may be obtained by calling the AICPA Order Department at 
(888) 777-7077 or faxing a request to (800) 362-5066.
CIRA Financial Reporting Checklist
The AICPA’s Accounting and Auditing Publications Team has 
published a revised version of the Disclosure Checklist and Illus­
trative Financial Statements C om m on In terest R ealty Associations, a 
nonauthoritative Practice Aid for preparers or reviewers of finan­
cial statements of CIRAs. Copies may be obtained by calling the 
AICPA Order Department at (888) 777-7077 or faxing a request 
to (800) 362-5066.
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AICPA— At Your Service
How can I order AICPA products? What other AICPA services may be of 
interest to me?
Order Department (Member Satisfaction)
To order AICPA products, call (888) 777-7077; write AICPA 
Order Department, CLA10, P.O. Box 2209, Jersey City, NJ 
07303-2209; fax (800) 362-5066. For best results, call Monday 
through Friday between 8:30 A .M . and 7:30 P.M. EST. You can 
obtain product information and place online orders at the 
AICPA’s Web site, www.aicpa.org.
Accounting and Auditing Technical Hotline
The AICPA Technical Hotline answers members’ inquiries about 
accounting, auditing, attestation, compilation, and review ser­
vices. Call (888) 777-7077.
Ethics Hotline
Members of the AICPA’s Professional Ethics Team answer in ­
quiries concerning independence and other behavioral issues re­
lated to the application of the AICPA Code of Professional 
Conduct. Call (888) 777-7077.
Web Site
The AICPA has a home page on the Web. AICPA Online 
(www.aicpa.org) offers CPAs the unique opportunity to stay 
abreast of developments in accounting and auditing, including ex­
posure drafts. The Web site includes In O ur Opinion, the newslet­
ter of the AICPA Audit and Attest Standards Team. The newsletter 
provides valuable and timely information on technical activities 
and developments in auditing and attestation standard setting.
New! Online CPE Offer!
The AICPA has launched a new online learning tool, AICPA 
InfoBytes. An annual fee ($95 for members and $295 for non­
members) w ill offer unlim ited access to over 1,000 hours o f
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online CPE in one- and two-hour segments. Register today as 
our guest at infobytes.aicpaservices.org.
CD-ROM Available
The AICPA is currently offering a CD-RO M  product titled 
reS ource: AICPA’s A ccoun tin g a n d  A uditing L iterature. This CD- 
ROM enables subscription access to the following AICPA Profes­
sional Literature products in a W indows format: P ro fe ss ion a l 
Standards, T ech n ica l P ra ct ic e  Aids, a n d  A ud it a n d  A ccou n tin g  
Guides (available for purchase as a set that includes all Guides and 
the related Audit Risk Alerts, or as individual publications). This 
dynamic product allows you to purchase the specific titles you 
need and includes hypertext links to references within and be­
tween all products. To order any publications included on the 
CD-ROM, call (888) 777-7077.
Auditors should also be aware of the economic, regulatory, and 
professional developments that may affect the audits they per­
form, as described in A udit Risk A lert—2000/01 (Product No. 
022250kk) and C om pilation  a n d  R eview  A lert—2000/01 (Prod­
uct No. 022270kk), which may be obtained by calling the 
AICPA Order Department.
This Audit Risk Alert replaces Com mon In terest Realty A ssociations 
Industry D evelopm ents— 1999/2000.
The CIRA Audit Risk Alert is published annually. As you en­
counter audit issues that you believe warrant discussion in next 
year’s Audit Risk Alert, please feel free to share them with us. 
Any other comments that you have about the Audit Risk Alert 
also would be greatly appreciated. You m ay email them to 
lwest@aicpa.org or write to—
Lori A. West, CPA 
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
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APPENDIX
The Internet— An Auditor’s Research Tool
Some Web sites that may provide valuable information to audi­
tors are listed in the following tables.
Association-related information:
Organization
General
Contact Information In tern et Address
C o m m u n ity
Associations
Institute
1 6 3 0  D uke Street 
A lexandria, V A  2 2 3 1 4  
(703) 5 4 8 -8 6 0 0
w w w .caion line.org
N ational A ssociation  
o f  H ousing  
C ooperatives
1 4 0 1  N ew  Y ork  
A venue # 1 1 0 0  
W ashing ton , D C  2 0 0 0 5  
(202) 3 8 3 -5 4 7 5
w w w .coophousing.org
A m erican  R esort
D evelop m ent
A ssociation
1 2 2 0  L Street, Ste 5 0 0  
W ashington , D C  2 0 0 0 5  
(202 )  3 7 1 - 6 7 0 0
w w w .arda.org
General Web Sites of Interest:
Name o f  Site Content In tern et Address
A m erican  Institute  
o f  CPAs
Summaries o f  recent auditing and  
oth er professional standards as 
w ell as o th er A IC P A  activities
w w w .aicpa.org
Financial Accounting  
Standards Board
Sum m aries o f  recent accounting  
pronouncem ents and other 
FASB activities
w w w .fasb .org
T h e E lectronic  
A ccou n tan t
W o rld  W id e  W eb  m agazine th at 
features up -to -th e-m in u te  news
WWW.
electronicaccountant.
fo r accountants com
A ud itN et E lectronic com m unications  
am ong audit professionals
ww w.cowan.edu.au/
m ra/hom e.htm
C P A net Links to  o th er W eb  sites o f  
interest to CPAs
www.cpalinks.com /
(continued)
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Name o f  Site Content In tern et Address
G u id e  to  W W W Basic instructions on how  to use the ww w .tetranet.net/
fo r Research and  
A u d itin g
W eb  as an auditing  research too l users/gaosd/guide.htm
A cco u n tan t’s Resources fo r accountants and fi­
nancial and business professionals
w w w .com putercpa.
H om e Page com/
D ou ble  Entries A  weekly newsletter on  accounting  
and auditing  arou n d  the w o rld
w w w .csu.edu.au/lists.
anet/ADBLE-L/
index.h tm l
U .S . Tax C ode A  com plete text o f  the U .S . ww w .fourm ilab.ch/
O n lin e Tax C o d e ustax/ustax.htm l
Federal Reserve  
B ank o f  N ew  York
K ey  interest rates ww w.ny.frb.org/  
pihome/statistics/ 
dlyrates
Cybersolve O n lin e  financial calculators such  
as ratio and breakeven analysis
ww w. cybersolve.com/ 
to o ls l.h tm l
F ed W orld .G ov U .S . D ep artm en t o f  C om m erce  
sponsored site p ro vid in g  access to  
govern m ent publications
w w w .fedw orld .gov
H oovers O n line O n lin e  in fo rm ation  on  various  
com panies and industries
w w w .hoovers.com
A sk  Jeeves Search engine that uses a user- 
frien d ly  question form at. Provides 
sim ultaneous search results fro m  
oth er search engines as w ell (e.g., 
Excite, Yahoo, A ltaV ista)
w w w.askjeeves.com
V isio n  Project In form ation  on  the profession’s 
vision  pro ject
www.cpavision.org/
horizon
Internet B u lletin C P A  too l fo r In ternet sites, w w w .kentis.com/
fo r CPAs discussion groups, and other 
resources fo r CPAs
ib .h tm l
Federal
C o m m u n ication
C om m ission
F C C  sponsored site provid ing  
access to  rulings and oth er F C C  
in fo rm ation
www.fcc.gov/
U .S . D ep t. o f  
H ousing and  
U rban D evelopm ent
H U D  sponsored site p rovid ing  
access to  notices and  oth er  
H U D  in form ation
www.hud.gov/
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